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She | a of Stlathes: 1867 


Though the Senate ratified the treaty for the purchase of Russian America with 
only two dissenting votes, the American people were taken by surprise, and were 
not uniformly happy about the acquisition of Seward’s Icebox for $7.5 million. 
Two editorial views are given here, with the Times, in its infancy, already mani- 
festing the judicious quality that has made it our leading newspaper. 


The New National Ice House 


It would seem that the Secretary of State and the United States Senate might 
have consulted the people of the country in the usual way before enlarging the 
national domain by an arctic territory and the population by some scores of thou- 
sands of Esquimaux and nondescripts. It is vain to compare the Russian treaty 
with the Louisiana purchase. A glance at the map settles the essential difference 
between the two. Russian America is not contiguous to our territory. Under the 
auspices of Mr. Seward the United States are about to enter upon a colonial 
system. At a time when we are heavily loaded with debt we are to pay more than 
seven millions of dollars in gold for a remote and barbarous region, which, under 
ordinary human conditions, will never be largely populated except by savages, 
and for the annual government of which the expenses will be enormous. 

In the present situation of the country, with an unbroken line upon both oceans 
and across the continent, territorial expansion is wholly undesirable. It is a source 
of weakness and not of strength. There may be immense advantages in the 
acquisition of this Russian desert; but they are not suspected by the country, and 
they are thus far carefully concealed by the Government. 


Harper’s Weekly XI, 539 (April 27, 1867), 259. 


The Russian Treaty 


The price was a mere bagatelle compared with the magnitude and importance 
of the acquisition. Half a continent is cheap at that price, even if its climate is 
not as soft as that of Florida or its soil as fertile as that of Wisconsin. In interna- 
tional affairs there is no policy so foolish and short-sighted as that of being 
“pennywise and pound foolish.” 


The New York Times, April 10, 1867. 
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WILLIAM T. BRADY 


The Management of Innovation 


Achieving creativity within the organization, 


to serve the needs of the firm and of society 


Management of change is perhaps 
the most critical and pervasive task 
facing our world today. The shape of 
the world’s population, the shape of 
our economies, of the social structure 
of our many societies, of politics and 
government, of education and of reli- 
gion—all are in a state of flux of more 
than considerable pace and magnitude. 
And what new forms emerge will be, 
at least in part, shaped by our skills 
and knowledge of the process of inno- 
vation and our skill in managing 
change. 

Just as energy is the basis of life 
itself, and ideas the source of innova- 
tion, so is innovation the vital spark 
of all man-made change, improvement, 
and progress. If we believe our capac- 
ities are yet unfilled, that our business 
is still unfinished, we must then accept 
that our future, and that of mankind 
itself, depends first, last and always on 


innovation—on rearranging the known 
to create something new. 

The task is both awesome and chal- 
lenging: awesome in the sense that its 
scope is so wide and varied and the 
responsibility so great; challenging in 
the sense that a huge potential is yet 
undeveloped. We must accept that 
challenge with vigor, confidently. 


The Problem of Change 


The problem is that most people 
seek a pattern of order and constancy 
in life—not change. They are not re- 
ceptive to rearrangements, and when 
these are suggested they are disturbed, 
upset, and sometimes even hostile. 
Must we accept meekly that nothing 
can be done, then? Must we surrender 
to our own weakness? I don’t think so. 
Innovation is the basic function of 
management, whether of industry, 
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politics, science, or the arts, and man- 
agement must coax and coddle it into 
being. 

It follows that, in an organization, 
the manager can never be the sole 
source of innovation, no matter how 
great his genius. How, then, can he 
draw from his colleagues the wealth 
of their creative thinking, except by 
stimulating the spirit of innovation 
among them? 

We know painfully little about the 
process of innovation. We occasionally 
mine and refine previous innovation, 
but we often bungle the job of creating 
new sources, or even conserving those 
available to us. The answers seem to 
have escaped even the greatest of our 
enterprises. 

Consider this fact: of the 100 larg- 
est U. S. companies in 1900, only 36 
were among the 100 largest in 1948. 
Industrial leadership is easily lost. 
Crowns are never tacked on securely. 
The majority of companies included 
among the top 100 today have reached 
their position within the last two dec- 
ades. They are companies which have 
started new industries or transformed 
old ones to meet consumer preferences 
—some of which they helped influence 
or create. They have developed and 
grown to meet changing conditions. 
Somehow they have overcome the bar- 
riers to innovation. 


Too Little Progress 


I do not mean to imply that only a 
few enterprises are really innovating. 
From what I see and read, many are. 
But no one who can hear the clock tick- 
ing away on America’s precious lead- 
time, who feels the urgency of human 
need, can be satisfied with our degree 
of progress. 


Spring 


I do not mean to suggest, either, that 
few people are innovating. There is 
apparently no shortage of ideas, big 
and little, in all our organizations. But 
no one who has seen the way big ideas 
shrink into old familiar forms as they 
pass through established channels can 
be satisfied that our organizations are 
innovating as much as they could. 

Not only is the search for innovation 
a significant one today, it is also ur- 
gent. What time there is need not be 
spent in identifying and analyzing in- 
novation or creative thinking. We 
know it when we see it. However, we 
do have to identify those things which 
stifle it, and root them out. Let me try, 
then, to put my finger on a few of the 
inhibitors to genuine creative thinking. 


INHIBITING FACTORS 


First, in our society there seems to 
be a basic cultural distaste for innova- 
tion. Years ago, we admired and re- 
warded innovation and creativity. We 
were continuously in search of new 
frontiers. The innovator was a hero, 
not a nuisance. Today, however, in 
sharp contrast to the past, innovation 
goes frequently unrewarded. We ap- 
pear to have developed a critical disap- 
proval, a kind of snobbishness, that 
looks down on anything new. We are 
fearful—and so resent those who upset 
applecarts. Security is the slogan of 
our society. 


Cultural Obstacles 


Reacting against innovation, we 
lionize the sensible man, the man of 
facts, the practical realistic man, the 
man who “gets things done.” Innova- 
tion is left to a bunch of ivory-towered 
research and development units. I 
have sometimes heard managers refer 
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to their research activities as if they 
were an extravagance. “Yes, those are 
good people as long as we can afford 
them,” they say. No: my point is that 
the innovators will be our salvation. 

Perhaps our society has over-struc- 
tured its systems and locked its people 
in. Perhaps we have insisted too much 
on getting everything regimented. In 
our efforts to be efficient, we have cre- 
ated systems which wear out but which 
we are loath to change or drop com- 
pletely. All this is characteristic of a 
society in retreat. These are danger- 
ous and demoralizing attitudes for a 
nation on the new frontier. 


Self-Made Obstacles 


Further, any company, operating 
within a climate at best only lukewarm 
about innovation, produces some ob- 
stacles of its own. These are some of 
the organizational factors which inhib- 
it innovation: 


* over-centralization of power and 
control 


* lack of cohesion 

* the building of little empires 

* the spreading of fear and anxiety 
* limited loyalties 

* poor communications 


Over-Centralization. There is the 
tendency in too many organizations to 
hold power and decision at the top. It 
is based on the mistaken notion that 
the only competent, intelligent, think- 
ing individuals are members of top 
management. These people monopolize 
the power of decision. They coordi- 
nate, they direct, they do what little 
innovating they have time for—they 
work hard. In fact, their work be- 
comes so consuming that they have lit- 
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tle time for anything but the day-to- 
day tasks. The man whose eyes are 
focused only on today is not planning 
for the future. The long-term perspec- 
tive is missing or woefully inadequate. 

With this clustering of power comes 
the building of empires. Little cliques 
of “yes men” spring up. Innovation 
takes only the direction the leaders 
want it to take. And in the struggles 
for prerogatives and status, the crea- 
tive thoughts of people all along the 
line are stifled. 


Lack of Cohesion. More particu- 
larly, and unhappily, often too, the ob- 
jectives of the company—that is, its 
purposes —are subordinated to the 
aims and goals of its most aggressive 
and colorful personalities. The real 
business of the company, as a whole, 
is either poorly defined or forgotten. 
Each division or functional unit devel- 
ops its own narrow aim and perspec- 
tive. Decisions, unfortunately, are 
made in terms of parochial interests. 


Fear and Anxiety. Moreover, in 
such an unhealthy environment, fear 
and anxiety all too frequently foul the 
atmosphere. Caught in the pull-and- 
tug of the top leaders, many people are 
never certain where they stand. In 
such a climate it is difficult for them 
to identify with the larger organiza- 
tion or to feel any sense of participa- 
tion. Rather, they must, if they are to 
have any measure of security at all, 
find it within one of these cliques. And 
if, like most people, they wish for ad- 
vancement and bigger rewards, they 
soon realize they must play along with 
its ritual. Oftentimes the advice given 
to newcomers in a department is to 
“find out what the boss wants and 
likes” and do it! 
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Poor Communications. In such a 
sterile system, lines of communication 
are a one-way street. Information 
flows from the top and usually never 
reaches the bottom. Even that infor- 
mation is oftentimes screened by the 
top and only what they think is fitting 
gets through. 


Individual Obstacles 


A third barrier to innovation centers 
in the individual himself. We generally 
live far below our creative limits. 
Most people possess creative power 
they never use. Too many people in 
business are bored stiff. They are apt 
to characterize all their work by the 
amount of routine it includes—and all 
our jobs include a good bit of it. Going 
through the motion, shuffling papers, 
their work day takes on the character 
of deadening monotony. 

It is almost as if men were being 
paid by the pound for their work. 
Their effort is measured in terms of 
volume of work, none of which may be 
really productive or lasting. And far 
too often none of the work is truly in- 
novative. 

Too often when the individual in 
business has gotten all wrapped up in 
himself, he loses sight of greater goals 
and is content just to “coast by.” There 
are those who resist change because 
they are unwilling to risk that amount 
of social status they’ve achieved where 
they are. They have little ambition 
and jealously guard their own job 
against any change whatsoever. 

Under these patterns in many of our 
large organizations there is a tendency 
to develop organization men, men who 
are concerned primarily with follow- 
ing a pattern which others lay down. 


Spring 


Highly sensitive to what others think 
of them, anxious to please, dependent, 
their own individuality is submerged. 
They are afraid to take responsibility 
for their own ideas. They hew too 
closely to the line, and until they find 
out what the line is, don’t hew at all. 

While some measure of conformity 
is essential in any large enterprise, I 
for one believe the balance between 
individuality and conformity has 
swung too far away from individual- 
ity. Creative thinking has suffered or 
disappeared altogether, and we are all 
poorer for its loss. 


ENCOURAGING INNOVATION 


The barriers, therefore, to innova- 
tion and creativity lie in three areas: 


* within our society 
* within the organization itself 
¢ within the individual 


If we are to liberate our creative 
forces, we must eliminate these inhibi- 
tors, substituting a climate that facili- 
tates innovation and growth. Let us 
look at what can be done, first for the 
individual. 


For the Individual 


For one thing, we can provide an 
atmosphere in which the individual’s 
sensitivity can flourish rather than 
wither away. Creativity or innovation 
comes from awareness of a need or a 
problem. The problem or need may 
exist within the individual himself or 
it may be present in the organization 
or in the public it serves. To solve it 
requires an openness of mind—a ca- 
pacity for being receptive to new ideas. 

We must also enlarge a man’s knowl- 
edge about what’s going on around 
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him and encourage and assist him to 
learn more about his own field. 

We can give him the opportunity to 
develop and improve the techniques 
and skills of his work. He should get 
the basic fundamentals of his job. For 
while the novice may generate insight, 
he usually is in no position to use it to 
his or his organization’s advantage. 
He does not possess skills and tech- 
niques to follow through on ideas. 

This is important. To be a good idea 
it must be carried through to its ulti- 
mate conclusions. Otherwise it is a 
passing fancy—a wish, a dream. It 
must be communicated; it must be im- 
plemented; it must be placed into ef- 
fect. And here’s the rub. Some can 
come up with great ideas, but they 
cannot implement. They are “idea 
men” and either cannot or will not 
carry their ideas through. However, 
we need these people. It’s pretty hard 
to bench a .400 hitter who can’t field. 
We must develop, then, their ability to 
implement, or put others alongside 
them who have abilities in these fields. 
In short, create teams capable of sup- 
plementing thought with action. 

We must also provide enough time 
for the innovator to create. He needs 
time for preparation, time for the in- 
cubation of ideas, time for evaluation 
and redefinition and time for complete 
double checking. 

We must give the innovator a forum 
for his ideas. He must be part of a 
“community of creativity.” Such a 
community of interaction stimulates; 
it serves as a catalyst to others. And 
in this forum there must be free ex- 
change of ideas; constructive criticism 
and disagreement without penalty. 

Further, we must give the innovator 
a sense of belonging to management. 


For only if he participates in the for- 
mation of goals and only if he is part 
of the broad creative effort of the en- 
tire organization can his contributions 
be real. It should not be forgotten that 
people support what they help create. 

We must recognize the dignity of 
every person at every level, in every 
department, every type of work. As I 
have pointed out, every man has, with- 
in him, the potential for innovation, 
no matter how little formal education 
he may have, no matter how humble 
his background. We must use every 
resource of every man, for his sake and 
for that of society. We must be care- 
ful that we do not put people in strait 
jackets—that we do not try to make 
them over in our own image and like- 
ness. For when we try, the individual 
becomes only the caricature of himself, 
a pathetic “me-too-er.” 

In the keen and sensitive words of 
Thoreau, 

If a man does not keep pace with his com- 
panions, perhaps it is because he hears a dif- 
ferent drummer. Let him step to the music 
which he hears, however measured or far 
away. 

Now, the world’s work must be done. 
Yet we must strive to permit differ- 
ences and indeed to preserve them— 
well within the framework of con- 
structive policy and direction. We can 
take no other course. 

This is not a one-way street. The 
individual must give something in re- 
turn. I refer to responsibility and a 
sense of dedication. Responsibility is 
primarily personal. It implies a sense 
of obligation for benefits received and 
a willingness to justify them by his 
own best efforts. Responsibility cannot 
be imposed. Rather, it must come from 
within the individual. 
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And most importantly, every indi- 
vidual must find his own sense of pur- 
pose, his area of dedication. He must 
develop a strong sense of what needs 
to be done, a constructive discontent. 
He must be concerned by what does 
exist and excited about what could 
exist. Creativity comes only to those 
who are intensely committed — from 
men with a burning desire that every 
tomorrow be better than today. 

These are the conditions which tend 
to stimulate the natural growth of 
creativity in the individual: an envi- 
ronment of freedom and participation 
on the one hand, and the prepared, re- 
sponsible individual on the other. 


For the Organization 


We must distinguish between what 
we can (or must) do for individuals, 
and what I would call “the manage- 
ment of innovation.” This, in effect, 
translates a number of the principles 
concerning the treatment of individ- 
uals into organizational terms. 


Role of the Supervisor. First there 
is the relationship of supervisor to sub- 
ordinate, of associate to associate. It 
is probably quite true that a person’s 
activity is geared in large measure to 
what his boss wants or expects him to 
do. The manager sets the stage, cre- 
ates the role. And while one’s associ- 
ates are also important in setting ex- 
pectations, in the end it is the boss who 
has the greatest influence. 

Therefore, what the supervisor does 
or does not do in fostering innovation 
is crucial. He can crush it, stifle it, 
condemn it, or he can cultivate and 
encourage it. But all too often, he re- 
sists any creative effort by a subordi- 
nate because for him change is disturb- 
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ing. It may require more work on his 
part. Or his subordinate may be 
viewed as a threat to him. 

The answer is that management 
must reward the supervisor who en- 
courages innovation in himself, in his 
line and staff. The individual who in- 
novates must be rewarded. So also, 
greater recognition must be given the 
supervisor under whom it takes place. 
Both are necessary. 

In my company, for example, we are 
well along with just such a program. 
I receive periodic reports on all inno- 
vations. We investigate, and the supe- 
rior of the person who made the inno- 
vation is rewarded. Our incentive 
program is directly geared in. A very 
important part of a manager’s list of 
responsibilities is how well he fosters 
innovation. While this may not be the 
full and complete answer, results so 
far indicate that we are moving in the 
right direction. 


Corporate Planning. Coupled with 
this is a strong program in long-range 
corporate planning. This involves 
establishing long-range objectives, the 
continued examination of what lines 
of business we should be in, intensive 
studies of our emerging economy and 
the formulation of plans well into the 
future. And while I have a top cor- 
porate staff on this, and devote a great 
deal of my time personally to it, yet 
the real responsibility for action rests 
with the operating divisions, with the 
line. 


Open Communications. Further, 
our system of communication must be 
open. And when I say “open” I don’t 
mean “loose.” Communications have 
to be organized and properly chan- 
neled. But having done this, having 
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taken care of the formal requirements, 
it is greatly desirable to get people in 
close touch with one another. The 
creative act thrives in an environment 
of mutual stimulation, feedback, and 
constructive criticism, in a community 
of creativity. Defensiveness and cri- 
tical attack restrict and inhibit. There 
is no place for either in an organiza- 
tion which is growing. Rather the 
order of the day must be constructive 
and cooperative. 

Organizationally we must provide 
for a system of sequential controls 
which will make certain that ideas are 
brought forward, evaluated, and car- 
ried through. 


Promoting the Talented. And lastly, 
I would set this goal: “Keep the path 
open to talent.” Key positions within 
an organization must not all be filled 
with individuals who have gradually 
risen by mere seniority, who plow the 
same worn-out acreage, year after 
year. If this happens no fresh talent 
is brought to light and much is plowed 
under. There must be sufficient open 
positions filled with people on the 
move, to provide the necessary on-the- 
job training spots. For instance, an 
assistant department head should 
never be chosen who does not have the 
capacity to move into the top job. We 
must exert the strongest effort to bring 
individuals of ability to the fore, men 
possessing energy, clarity of thinking 
and strong will. We need people to 
carry the mail—and we need people to 
be looking for new routes! 

But talent does not always stand up 
for the world to see. It is frequently a 
shy thing in itself. It must be de- 
veloped and groomed. Therefore it is 
imperative that we initiate long-range 


programs and plans for development, 
that we employ accurate methods for 
evaluating individuals and that these 
programs and plans be pursued vigor- 
ously and continuously. 


UNANSWERED QUESTIONS 


This has been a quick excursion 
through a vastly complicated area, one 
full of gaps, unexplored subjects, un- 
answered questions on which many 
businessmen and scholars are actually 
working. We need a sharing of knowl- 
edge on such questions as the nature of 
creativity in the individual, the condi- 
tions which lead to its development 
—the environment of creativity, the 
stages of the creative process and how 
this can be managed. 

Further, we must learn the way to 
develop more know-how and insight 
into the task of blending in the new 
without shaking established founda- 
tions. This is a very real and signifi- 
cant problem. For innovation means 
more than developing something new. 
It means dropping the old, the useless. 
How do we determine what should be 
dropped? What criteria do we use? 
These are difficult questions. We need 
to know the answers. 

We need to learn how to fuse crea- 
tive talent to an organization, mobilize 
it in a given direction—in a word, to 
achieve creativity within an organiza- 
tion which will serve organizational 
and social needs. These are all matters 
of continuing inquiry, for growing and 
continuing cooperation between our 
educational institutions and industry. 


Responsibility 


In this article I have drawn a more 
or less artificial distinction between 
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the responsibility of the organization 
to the individual, and the individual’s 
own responsibility to his company and 
to himself. I could argue, quite con- 
vincingly I think, that in the final 
analysis all responsibility is personal— 
that any organization is built upon 
these many individual responsibilities 
—that no matter how they may be al- 
located, shared, blended, or merged, 
they rest on men, and not on something 
as abstract as an organization. 


Spring 


It is to those men who earnestly 
assume these responsibilities that we 
may confidently entrust the future of 
the world’s people and their problems. 
It is top management which must as- 
sume responsibility for providing these 
people with opportunity, stimulation, 
climate, incentive, and recognition. 
That done, we can be sure the very 
highest priority will be assigned to the 
endless pursuit of innovation, and that 
it will lead the way to a better life. 





ae _ of Flight: 1894 


At the time he ventured on this wildly inaccurate prophecy, C. E. Duryea was 
already the maker of an automobile which has one of the better claims to being 
America’s First Car, and was also experimenting with airplane construction. 
He was apparently a better engineer than a seer. In the following excerpt, 
Duryea envisions the flying machine of the future as a “large kite-like affair’ 
with a speed of 15 to 20 miles an hour, propelled by pedals, perhaps assisted by a 
gasoline motor; the principal problem, as with the bicycle, will be to keep one’s 
balance. 

Pleasure seekers would find it the most agreeable method of travel. Its high 
speed, its universal application, its freedom from the common causes of accident, 
such as snags, washouts, broken rails, burnt bridges and collision, and its clean- 
liness would combine to make it a popular means of transit. Fifteen years marks 
the history of the bicycle as it grew from an athlete’s means of amusement to the 
busy man’s vehicle. Half that time has seen the electric street car displace the 
horse. Is it unreasonable to think that before many years the flying machine will 
have placed itself by their side as a means of transit? 


C. E. Duryea, in an article in Cassier’s Magazine, quoted in 
the Review of Reviews X, 4 (October 1894), 434. 








WILLIAM E. HENRY 


Conflict, Age and the Executive 


The cultivation of an increased complexity of mind 


benefits both the individual and the organization. 


The resolution of conflict and the 
problems attendant upon the presence 
of alternative routes of action is one 
of the central tasks of the executive. 
He may reasonably hope that these 
conflicts will not be overburdening, 
but it is unrealistic to hope that they 
will disappear. One could imagine, 
however, that even if the problems will 
not disappear, the individual execu- 
tive’s viewpoint towards conflict and 
his methods of dealing with it might 
change. Such alterations might be ex- 
pected to occur with further experience 
in business. It is also possible that 
such altered viewpoints are a function 
of age, and of other values toward life 
in general which may differ with age 
itself. 

Living with conflict is, in one sense, 
a very simple matter. It is simple in 
that, short of an implemented desire 
to end one’s life, the very fact of living 
involves conflict. I doubt if anyone 


ever lived without conflict, of one de- 
gree of magnitude or another. This is 
probably more acutely true of those 
whose lives are intimately bound to 
substantial numbers of other people — 
with intimate family and friends or 
with business associates, and with the 
complex demands of organizational life. 

It is not infrequently proposed that 
life would be easier and without prob- 
lems in some simple society, of ideal 
climate, where the basic necessities of 
life are to be found either on trees 
or under them. Conceivably this is 
true, though the locations on the map 
of the world which meet these idyllic 
conditions are growing fewer and 
fewer. Even the experience of many 
men of business who seek some sem- 
blance of this state during vacations 
seems to indicate that such periods of 
“problem-less” living have a tendency 
to get on one’s nerves and to drive 
one, earlier than scheduled, to begin 
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checking the plane schedules back to 
town. 

It is not clear to me whether or not 
life in a simpler, less busy, less prob- 
lem-centered world would, in some 
overall absolute sense, be better for us 
and easier for us. I am distinctly im- 
pressed, however, with the skill and 
enthusiasm with which men of the 
business world actively seek out places 
and occasions fraught with complex- 
ities and problems. Having no objec- 
tions, it would appear, to places of 
idyllic and beautiful surroundings, 
they nonetheless visit them well 
equipped with their own regular busi- 
ness associates, with a_ sufficiently 
complex agenda to make any surcease 
from active problem solution an im- 
possibility and any attempt to sub- 
merge oneself in nature, heresy. 


RESOLUTION OF PROBLEMS 


None of us lives static conflict-free 
lives. While we try to keep from living 
constantly on the run, we certainly 
do live on the move, continually per- 
ceiving, facing and resolving (satis- 
factorily, we hope) small and large 
problems. The only desirable change 
in this life of conflict meeting is a 
development in our abilities to deal 
with life’s inevitable problems in more 
satisfactory ways. By “satisfactory 
ways” I have in mind several specific 
goals beyond the mere immediate reso- 
lution of a problem or the skillful 
shuffling of it into someone else’s in- 
basket, from which one hopes it will 
never return. A technique for dealing 
with problems must have several char- 
acteristics in order to be satisfactory. 


e The solution proposed must be 
reasonably realistic. That is, in terms 
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of organizational life, it must be con- 
sistent with general policy and in line 
with the goals set by the organization.! 
In terms of personal life, it must also 
be consistent with the direction in 
which one wants his own personal life 
to move. The personal side is in many 
ways the more important, having its 
reflections upon problem-solving in the 
organizational context. By this I mean 
that the resolution of any specific 
problem should serve also to document, 
to reflect, and possibly to aid in the 
development of the individual’s own 
sense of identity. It is this sense of 
personal identity that gives meaning 
and direction to our lives, and, with the 
exception of certain minor problems 
solvable on purely factual grounds, 
should serve as a guideline to all the 
actions we take. 


e Our techniques should be suffi- 
cient to enable us to approach prob- 
lems with a minimum of that crippling 
anxiety which can impair our judg- 
ment and destroy the sense of accom- 
plishment so commonly a part of ade- 
quate problem-solving. 


e@ We should be able to choose reso- 
lutions to problems in such a manner 
as to emphasize that portion of our 
sense of identity which stems from our 
own inner resources as opposed to that 
portion which realistically judges the 
pressures and preferences of the out- 
side world. This is, of course, a ques- 
tion of balance, since, as I have already 
indicated, a solution must also be real- 
istic and consistent, in the business 
case, with some element of company 
policy. What I wish to call attention 
to here is the fact that our own sense 
of identity can readily come to be so 
highly similar to the goals of the or- 
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ganization as to submerge our own in- 
dividuality. While the play which can 
be given to individuality varies con- 
siderably from company to company, 
the extent to which it is sacrificed to 
past or present company policy can 
rob that company of the benefit of in- 
novation and fresh consideration of 
policy, and it can rob the individual of 
that sense of competence and contribu- 
tion so essential to his feelings of con- 
trol over his own destiny. 

Individuals vary considerably in the 
extent to which their lives are handi- 
capped by uneconomical modes of 
problem-solving and in terms of what 
areas of life experiences are for them 
problematic. In the final analysis it 
is probably an individual challenge to 
resolve problems with a minimum of 
maladaptive anxiety and to develop, 
through experiences of problem-solv- 
ing, that sense of personal identity 
which makes all probable future events 
seem more manageable. 


AGE GROUP RESEARCH 


However, despite our unique fea- 
tures, we all share many common ex- 
periences and utilize a limited range 
of techniques for coping with them. 
Research on business executives, their 
personalities and ways of relating 
themselves to organizational life, sug- 
gests that there are some common 
modalities which, while they may ap- 
ply less to one individual than to an- 
other, do give us a picture of how 
businessmen choose to resolve the 
problems which confront them, and 
what areas of life they perceive as 
problematic. To bring to the fore some 
of these modalities, I shall describe a 
research project on a group of execu- 
tives in the age range of 27 to 57.7 
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The study concerned itself with 
three groups of men, in companies 
of. moderate to large size, whose 
mean age was 30, 40, and 50 respec- 
tively. A total of 45 men were studied 
by means of the Thematic Appercep- 
tion Test. This instrument was in- 
itially designed for the study of per- 
sonality and consists of a series of 
pictures from which the individual is 
asked to make up stories. The par- 
ticular usefulness of these imagined 
and invented stories lies in the fact 
that the pictures—of a wide range of 
subjects and all somewhat ambiguous 
and unclear—may each be seen as pre- 
senting a different problem, the solu- 
tion to which the individual must first 
propose and then structure into some 
meaningful plot. Since the plot called 
for must have a beginning, a subse- 
quent development, and a resolution, 
we gain a view of the quality and num- 
ber of ideas the story-teller has, of 
what kind of actions he thinks rele- 
vant to the various problems pre- 
sented, and what kind of outcome he 
thinks these actions will produce.* 


Personality Changes 


We were interested in part in how 
personality changed from 30 to 50 and, 
more specifically, in three areas: 


e@ tlow these men perceived and 
defined the outer world of reality 
about them—what they conceived of as 
constituting the real and important 
personal issues. 


e How these men perceived and de- 
fined their own inner selves; what they 
saw as their own desires and resources. 


e What they saw as the appropriate 
ways of interrelating their own de- 
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sires and resources with the demands 
of the outer world, to the end of ade- 
quate problem resolution. 

There appear to us to be consid- 
erable differences in the personal or- 
ganization of these men of different 
ages which suggest different problems 
and altered ways of dealing with them. 


Thirty-Year-Olds 


For our thirty-year-olds, life seems 
amazingly simple. They agree with 
each other to a remarkable extent in 
seeing the world around them as de- 
manding accomplishment and achieve- 
ment. They are convinced that asser- 
tively following the leads provided 
them by that world will result in suc- 
cess. This younger group is thus 
oriented primarily to the organization, 
to what they understand to be the ex- 
pectations of others. These are prob- 
ably some of the Other Directed men 
(in David Riesman’s sense), who re- 
spond directly to the pressures charac- 
teristic of their immediate social en- 
vironment and whose sense of identity 
is highly similar to the formal goals 
of business organizations and of mid- 
dle class life in general. Their interest 
in their own inner feelings—their 
emotions, personal desires and wishes 
—is negligible. They consult the ex- 
pectations, the policy and precedent, 
not themselves. Similarly they have 
almost no expressed conflict over pos- 
sible alternative routes of action. They 
do not debate with themselves possible 
choices, they appear to know the choice 
they wish to make. Their techniques 
of accomplishing their goals are com- 
parably direct and straightforward. 
The thirty-year-old’s nose is to the 
grindstone, and he thinks it right and 
proper that it should be. 
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These men have solved the issue of 
identity by adopting one, just as one 
can temporarily attain an air of fes- 
tivity by putting on a Hallowe’en mask 
for a costume ball, or an air of care- 
freeness by wearing Bermuda shorts. 

The issue of concern here is not the 
high energy of these men, which is 
admirable; nor is it the willingness to 
believe in the goals of organization, 
which for the company at that point 
greatly simplifies problems of selec- 
tion and training. The concern is, 
however, how fixed and how unalter- 
able is this identity ; particularly, what 
is the extent to which the firm iden- 
tification with single-minded achieve- 
ment and with the company goals has 
closed their awareness of other ideas, 
blocked their sensitivity to different 
ways of doing things, damped their 
restlessness, and killed their awareness 
of their own uncertainty. 

Allen Wheelis, in his excellent book 

The Quest for Identity, has remarked: 
No one is primarily interested in abstractions; 
one becomes interested in the effort to 
achieve mastery of the unique and the im- 
mediate. The life that impacts on sense and 
feeling threatens at times to overcome us 
with complexity and conflict. At such times 
we have to take distance. [Then] we harness 
personal problems with generalities.‘ 
The issue for these thirty-year-old men 
is whether their identity—so firm and 
fully packed from the outside—is a 
mere generality, quickly developed to 
obscure unrest, to quiet fear, and to 
lend a protective coloration in the busi- 
ness world. 


Forty-Year-Olds 


Our forty-year-olds, however, see 
the world as far more complicated. 
They are by no means as certain that 
the objectives of the organization are 
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inevitably correct, and they begin to 
wonder if wholehearted devotion to 
achievement and accomplishment in 
the business world is indeed the one 
true life. Along with this questioning 
of the objectives which seem so rea- 
sonable to the 30’s, the 40’s also begin 
to reexamine their own inner lives and 
personal desires. This frequently takes 
the form of wondering if they should 
not have chosen some other occupation, 
one they propose as more attuned to 
human values, to the rewards of inter- 
personal relations. 

This group is in many ways the most 
complex group, finding itself more 
critical and questioning. They do not 
abandon their earlier goals of busi- 
ness venture, they rather find them- 
selves seeing these goals in broader 
perspective, and seeing themselves also 
in a larger scene of personal objec- 
tives. In this sense, the 40’s are in a 
period of life in which the maximum 
contribution can be made, both to self 
and to the organization. The hazard 
of the degree of simplistic conviction 
of the 30’s is that they will not see 
beyond the present. The 40’s begin to 
examine that present from a variety of 
different viewpoints and are hence in 
a better position to evaluate, as op- 
posed to adopt, that present as well as 
to imagine the future. The men who, 
in their 40’s, do not enter into the 
kind of expansiveness and criticality 
suggested may be those who are un- 
able to change, even with organiza- 
tional change, and certainly will not 
be among those for whom innovation 
is possible. Their lives with their fam- 
ilies, as well as with their company, 
can become increasingly automatic. 
For many of these men the very auto- 
matic and unfeeling quality of their 


personal lives can drive them harder 
into work. Unfortunately the logics 
rand methods behind the work tend to 
be those learned much earlier, and 
learned on the basis of their former 
frantic effort to establish an identity 
consonant with immediate company 
goals. Hence subsequent enthusiasms 
for work are not characterized by flex- 
ible methods adaptable to changing 
circumstances, but by the repetition of 
patterns successful—or at least work- 
able—at an earlier period. 

More characteristic of the 40’s are 
the hazards of improper balance in the 
other direction. As the 40’s reexamine 
their lives, they can discover again 
that their families are indeed really 
people. They also can overshoot the 
mark, possibly confusing their wife 
with the charming lady down the 
block, or feeling that they may have to 
choose between this rediscovery of 
personal relationships and the goals of 
business. It is these imbalances that 
can make the 40’s the most conflicted 
and pre-occupied group, or if the goals 
of affiliation and the upsurge of inner 
strengths are held in proper balance, 
can make them the most functional 
and challenging of business associates. 


Fifty-Year-Olds 


For our fifty-year-olds, the concerns 
over conflict of values continue, yet 
appear to be more readily resolved. 
The resolutions, however, tend to be 
more internal and personal and can be 
less related to the ongoing objectives 
of their work. More than is true for 
either of our younger groups, the 50’s 
become contemplative and philosophic. 
Their concern with more abstract in- 
tegrative schemes tends to reduce their 
direct urge to action, and to remove 
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them increasingly from that intense 
involvement with daily affairs so 
characteristic of the 30’s. The prob- 
lem encountered by the 50’s is that of 
deriving a rationale and a meaning for 
their previous experiences. Realizing, 
as they begin to in their 40’s, that 
sheer quantity of direct, organization- 
determined work can become hollow, 
they attempt an explanation, both for 
the past and as a guideline for the 
future. This rationale may be sound, 
based on analysis of their previous 
business life, or it can be a mere 
nostalgic reconstruction of their suc- 
cesses. In the latter case, their state- 
ments tend to have a ring of unreal 
and inappropriate finality. Prominent 
among men whose efforts at general- 
ization are hollow are those, well 
recognized by the younger men in the 
company, whose views and decisions 
are repetitious and can always be an- 
ticipated. 


The Real Problem 


The real problem of living with one- 
self is indeed that of blending the real- 
istic goals of the world of work with 
those of family and friends so as to 
achieve that sense of personal identity 
which marks one off from other peo- 
ple and gives power and direction to 
one’s action. For the 30’s the central 
challenge to this identity is the haz- 
ard of becoming so identified with the 
company as to lose all contact with 
oneself. For the 40’s the hazard is 
that of unduly rocking the boat in the 
effort to reestablish forsaken personal 
relations in the rediscovery of self. In 
later years the problem focus is that 
of maintaining sufficient direct con- 
tact with outer realities so that gen- 
eral principles evolved about life and 
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work have a substance rather than a 
hollow nostalgia.® 

I have said that the 40’s were the 
most preoccupied and in conflict, and 
also that, under certain circumstances, 
they can be among the most chal- 
lenging of business associates. I be- 
lieve that there is a connection be- 
tween these two statements. At first 
look, the connection would appear to 
read, the more conflictive and pre- 
occupied, the better the man. The state- 
ment sounds somewhat dubious, con- 
flict and pre-occupation not generally 
being thought to go with sound work. 
Its converse doesn’t sound much bet- 
ter. It might read, of course, the more 
convinced and direct-action-oriented, 
the lesser the man. 


CONFLICT AND COMPLEXITY 


Buried in these two somewhat du- 
bious generalizations, however, is a 
point that is less dubious. It hinges 
upon the word “conflict.” In psycho- 
logical thinking, conflict is a dirty 
word. It presumes that the individual 
who has more than one notion or way 
of feeling about a given subject is in 
conflict. The logic calls attention to 
the potentially disruptive, personally 
distressful, disharmonies of affect and 
thought. The psychologist, as well as 
the man in the street, has seen these 
conflictful states in both individual 
and cultural contexts. Persons raised 
in one cultural setting who, by accident 
or intent, find themselves having to 
adjust to another are often thought to 
be in conflict. The socially mobile per- 
son within our own society is often so 
described and his mobility from one 
group to another thought to be indica- 
tive of conflict and discontent with his 
present life circumstances. Our as- 
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sumption of the fixity of certain per- 
sonality characteristics also leads us 
to assume that their absence is a sign 
of conflict and distress. Thus our pre- 
sumption of the basic passive depend- 
ence of the female leads us to think 
that the woman who undertakes an 
executive career is in conflict with her- 
self and that her occupational choice is 
neurotically based. 

It is not my intention to question 
that conflict and distress can accom- 
pany complex mental states; they most 
certainly can. But it is my intention to 
question that all complex mental states 
are inherently bad and _ conflictful. 
Following the logic which reads “com- 
plexity equals conflict,” we have raised 
to a high plane of value the ideas of the 
simplex, the non-complex. Even in the 
field of mental health, we have come 
to associate normality, adjustment, 
with the notion of simple, straight- 
forward and uncomplex feelings. As 
Dr. Fritz Redlich has aptly com- 
mented, we appear to think that ‘‘men- 
tal health is a state of bliss character- 
ized by the absence of illness or injury” 
to the mind. 


The More Complex the Better 


Correlatively, we perhaps also think 
that the sound worker, the competent 
executive, should be similarly simplex, 
comparably blissful, in the single- 
minded pursuit of clear-cut company 
goals. But I don’t believe that this is 
true—except for that admittedly large 
group of workers and executives whose 
central duty is to administer the status 
quo. I think that my earlier summa- 
tion of two features of the forty-year- 
old executives might best be read “the 
more complex the mind, the better the 


man,” and, I would add, the better in 
any field of endeavor. 

* I do have some evidence that this is 
not merely facile phrase-making. It 
comes from the study of psychother- 
apy and I think its relevance to the 
executive situation will be apparent. 
Dr. John Shlien (of the University of 
Chicago) and I became interested in 
the proposition that one of the most 
vital results of psychotherapy would 
be an increase in the tendency to experi- 
ence more than one affect about a given 
topic—and further that these affects 
might well have a tendency to be more 
unlike each other than merely syno- 
nyms.® In other words, rather than ex- 
pecting an increased compromise of 
affect, an increased simplicity of feel- 
ing, with treatment, we proposed an 
increased complexity.? And it is true— 
further it is more true of prolonged 
treatment than of short treatment. The 
measures which we used showed regu- 
lar increases in the affective complex- 
ity of our subjects during therapy. 
Perhaps even more crucial, this com- 
plexity increased rather than pla- 
teaued in the six-month period after 
therapy had stopped. 


The Learning Experience 


The therapy may be equated with 
new experience, bringing to the indi- 
vidual unexpected and _ unrehearsed 
viewpoints. If this is a reasonable 
equation, it strongly sugrests that sub- 
jecting the mind to new influences pro- 
duces an increased complexity of 
thought and feeling. And, further, 
since this state increased without addi- 
tional therapy, it suggests that com- 
plex mental states can feed and grow 
upon their own substance. 








22 BUSINESS TOPICS 


I take this to be some evidence of my 
summation earlier—the more complex 
the man, the better the man. And it 
also suggests that this complexity can 
be learned through new experience. 


THE NURTURE OF IMAGINATION 


Some implications of these findings 
may be drawn and applied to the exec- 
utive scene. They would appear to 
have relevance both for the utilization 
of men in the work situation and for 
their training—whether during the pe- 
riods of employment or in their edu- 
cation prior to joining the business 
world. We can assume that the future 
of any business rests in part upon the 
development of its technology and in 
part upon the imaginations of key in- 
dividuals. The management of execu- 
tive personnel, whether in work or in 
training, should be aimed at the de- 
velopment of the imaginations of these 
key individuals. These imaginations 
should be inforined, they should be 
sound in judgment, but above all they 
should be expansive and able to see any 
current practice or state of affairs in 
perspective—a perspective that comes 
from an absence of excessive invest- 
ment in the status quo, that has avail- 
able to it a variety of other ways of 
looking at the problem. Movement, 
change, innovation do not grow well on 
the confidence that father’s ways, or 
even one’s own ways, are the best. 
They do grow on a little dissatisfaction 
and a lot of imagination. 


Objectives of Business Education 


This suggests that the objective in 
the structuring of business education 
should be not merely that of informing 
the student about past and current 
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practices, but also that of providing 
him with a wide range of ideas, con- 
cepts, mental images, methods not cen- 
trally a part of current business prac- 
tice. Imagination, the dictionary 
asserts, involves the power to form 
mental images of objects not actually 
present to the senses, and especially to 
mentally synthesize new ideas out of 
elements initially perceived quite sepa- 
rately. This is another way of phras- 
ing the increase in complexity of feel- 
ing and thought which accompanied 
psychotherapy in the study reported 
above. It is also that same quality of 
mind which characterizes our forty- 
year-old men, but which seems less 
characteristic of our 30’s. 

Ignoring for the moment some pos- 
sible implications of the personality 
differences in age suggested, it would 
seem logical to propose that change, 
critical evaluation, and realistic inno- 
vation would be facilitated by a cur- 
riculum—or other experience—which 
extends and challenges the imagina- 
tion, which increases the complexity 
of thought processes, and which pro- 
vides a widening, rather than an in- 
creasingly more specific, band of men- 
tal imagery. In more specific terms, 
this probably means, at the graduate 
business school level, a curriculum con- 
taining far fewer required courses 
than seems generally to be the case. 
Nothing convinces a student so quickly 
that the ultimate required knowledge 
is already available than a completely 
required program. If that were not the 
case, why would our professors, recog- 
nized masters of their trade, not have 
given us other required courses? 
Choice of areas, of specific topics, of 
instructors, is obviously not relevant, 
since we are allowed none. Choice, it 
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might rather be proposed, requires 
consideration and contemplation of ob- 
jectives and goals. It takes some men- 
tal exercise; registering does not. 


Correlative Studies 


The development of an increased 
ability to derive new ideas based on a 
widened band of experience also sug- 
gests an increased percentage, how- 
ever determined, of courses and other 
experiences formally outside of busi- 
ness topics. For the executive and ad- 
ministrator, this probably means work 
in the behavioral sciences. These are 
the sciences of people, of groups, of 
motives and desires, of cultures, of the 
natural habitat and inhabitants of the 
business scene. And it also means the 
development of knowledge of methods 
and procedures, not of doing business, 
but of study and research and hence 
the development of both critical facul- 
ties and further knowledge about the 
world of business, past, present, and 
future. 


Refreshment and Perspective 


In this agenda, I see no immediate 
differentials to be indicated by the age 
differences discussed, at least in the 
desirability of a program so struc- 
tured, while the men in question are 
in business or still in school. It may 
well be more vital for the 30’s, whose 
tendencies to simplify and focus are 
so marked. But it is equally relevant 
for the 40’s and 50’s whose urges to- 
ward reconsideration and generaliza- 
tion require substance on which to feed 
—substance which can be provided by 
widened experience and a broadened 
range of concepts and methods. The 
younger men, during their late 20’s 


and early 30’s, are more apt to be in 
school. The men in their 40’s and 50’s, 
of course, are more apt to be members 
of business organizations. In their 
case, the burden falls more on the or- 
ganization itself in terms of its ability 
and willingness to consider further 
education, beyond immediate refresher 
training in the tools of the trade, an 
appropriate part of the executive 
career. It requires an attitude on the 
part of business that does not define 
education after first employment as a 
kind of vacation. It would even be 
highly desirable that business consider 
the reading of a book, in the office dur- 
ing the working day, as a relevant part 
of executive behavior and not as lazi- 
ness. The books that decorate the wall 
should also decorate the mind. 

The refresher education that should 
recur for the executive, possibly about 
every five years, should refresh the 
thought processes, revive the curiosity, 
stimulate the imagination, question 
present goals and procedures. Return 
to business problems could thus itself 
become a freshening experience, since 
they can be seen in new perspective, 
analyzed in new ways. 


Personality Change 


I have brought out distinctions in 
age primarily to call attention to the 
fact that men do change during their 
business careers and that these 
changes influence their personal goals 
and objectives as well as their working 
methods. A central facet of these 
changes is the alteration in the ability 
and willingness to entertain more 
complex and variegated thoughts and 
in the degree of specific focus of their 
goals. These personality changes, how- 
ever, also suggest some alteration in 
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the relation of the individual to his 
work and some possible ways in which 
his contribution to business may be 
maximized. In a sense, the 30’s are 
the hard workers who need to have 
some illusions shattered. As long as 
the rewards of occupational mobility 
can sustain them, these are certainly 
the men whose energy should be put 
into carrying out programs, to pushing 
agreed-upon objectives. Their devotion 
to work also suggests that the organi- 
zation would profit from promoting 
them faster and increasing their du- 
ties, within the range of generally sta- 
ble programs. In effect, the assertive- 
ness and focus of youth should be 
maximized. The hazard is that they 
will become so work-bound that their 
minds close. 

The 40’s spontaneously come to re- 
examine goals and objectives. Perhaps 
they can be aided in this process by 
making such contemplation legitimate 
within the organization. New pro- 
grams, examination of proposed inno- 
vations, revisions of procedures, con- 
sideration of the more personal and 
human side of business life become 
more natural for them. Such work in 
the organization also should be helpful 
to them and to the company as, inevi- 
tably, their rewards from rapid mo- 
bility lessen. They need support in 
their concern with reduced energy, 
since it worries them. Their energy 
has basically shifted to new scenes and 
away from the direct observable ac- 
complishment characteristic of their 
earlier years and now characteristic of 
their up-and-coming competitors. 
Around the age of 50, general systems, 
broad statements of policy, long-range 
planning become natural areas of the 
investment of energy. These men also 
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should perhaps be kept out of the hair 
of the 30’s, since their counsel of 
breadth and contemplation can only 
conflict with the direct assertiveness 
of the younger. 


The Elaborated Identity 


I should emphasize that these sug- 
gestions are at best hypotheses. They 
are extensions from the data on per- 
sonality changes and have not been 
validated in the business situation. 
Even assuming for the moment that 
they have merit, individual differences 
would be considerable. While the trend 
with age seems firm, signs of the trend 
in specific individuals need hardly oc- 
cur at the specific ages indicated (30, 
40, 50), but may be advanced in some 
men and delayed in others. But re- 
gardless of the ways in which changes 
in personal orientation influence work 
on the job, a constant refocusing of 
thought processes into more general 
areas of concepts and of methods of 
problem analysis seems sound. This 
can be accomplished, at least to some 
degree and in some men, both by educa- 
tional programs and by company atti- 
tude that remove the nose from the 
grindstone of immediacy and point it 
toward the horizon of broader perspec- 
tives. The fear that by such attitudes 
men in business will lose their prac- 
ticality seems groundless. A broadened 
perspective on the business venture is 
as practical as knowledge of a new ma- 
chine—and they will get the latter in 
the normal course of events anyway. 

The central result, however, should 
be an increased complexity of mind, 
out of which an expanded and broad- 
ened sense of personal identity can 
emerge. The elaborated identity serves 
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as the base for the resolution of prob- 
lems of increasing complexity, helps 
avoid that gnawing terror that accom- 
panies the monotonous repetition of 
familiar techniques, and equips the 


individual with that sense of compe- 
tence which only knowledge of rich and 
well-organized reserves can give; and 
it equips the industry with men able 
to anticipate and to innovate. 





1. This article deals primarily with men 
who operate within the framework of medium 
and large organizations. The criteria sug- 
gested here, however, probably still apply 
to individual entrepreneurs in small busi- 
nesses, but with lesser attention to established 
organizational policy and more to the realities 
of production. 

2. Louis C. Schaw and William E. Henry, 
“A Method for the Comparison of Groups: 
A Study in Thematic Apperception,” Psy- 
chological Monographs, 54 (1956), 207-53. 
8. This technique has been used in a number 
of researches on business men. In particular, 
see: William E. Henry, “The Business Execu- 
tive: The Psychodynamics of a Social Role,” 
American Journal of Sociology, LIV, 4 (Jan- 
uary 1949), 286-91, and W. Lloyd Warner 
and James C. Abegglen, Big Business Leaders 
in America (New York: Harper & Bros., 
1955). 

4. Allen Wheelis, The Quest for Identity 
(New York: Norton & Co., 1958), pp. 9-10. 
Quoted by permission of publisher. 


5. Data from other studies of normal popu- 
lations suggest that these trends continue 


in the years beyond 50. Beyond this point 
there appear to be changes not merely in 
personal orientation but also a reduction in 
the amount of actual interactions with other 
people. It is possible that some of the in- 
creasing involvement with generalizations and 
theories that occupies our 50-year-olds is 
also accompanied by a withdrawal of interest 
in and interaction with persons and events 
— meetings, conferences, social chats, mem- 
oranda. See especially William E. Henry and 
Elaine Cumming, “Personality Development 
in Adulthood and Old Age,” Journal of Pro- 
jective Techniques, XXIII, 4 (1959); and 
Elaine Cumming and William E. Henry, 
Growing Old, (New York: Basic Books, Inc., 
1961 [in press] ). 


6. Affect is a term used technically in psy- 
chology to denote feeling or emotion, espe- 
cially when that feeling or emotion determines 
some individual thought or action. 


7. William E. Henry and John M. Shlien, 
“Affective Complexity and Psychotherapy: 
Some Comparisons of Time-Limited and Un- 
limited Treatment,” Journal of Projective 
Techniques, XXII (1958), 153-62. 
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Storm Signals of the Sixties 


The free enterprise system, faced with for- 


eign competition, has no alternative to 


success tn world-wide economic activity. 


It was the naturalist, John Bur- 
roughs, who admitted that he was born 
with a chronic anxiety about the 
weather. In similar vein, we business- 
men have a chronic anxiety about the 
business weather, the economic climate 
in which American industry must 
operate. Except for a few short squalls, 
we have been basking in an exception- 
ally favorable climate during the post- 
war years. Yet the “Soaring Sixties” 
which we welcomed so confidently over 
a year ago haven’t been able to gain 
altitude—indeed, some of little faith al- 
ready are referring to the “Souring 
Sixties.” I share the more widespread 
conviction that we are presently ex- 
periencing another squall which will 
lift in the coming months. Yet there 
are at this moment several economic 
storms brewing which could be the 
signal for a drastic and unhappy 
change in the business weather cycle. 

Fortunately, business isn’t entirely 
like the weather. We can do something 


about it as well as talk about it. We 
have proved conclusively since World 
War II that we can produce at any 
necessary or desired level. The ques- 
tion now has become: at what level 
can we distribute and sell? A produc- 
tion schedule which ties up needed 
working capital in excess finished 
goods inventory is doomed to a very 
short life. Productive capacity without 
a market is like money to a starving 
man at sea. With very few exceptions, 
the emphasis in the United States has 
shifted from production to distribu- 
tion. Marketing executives are in the 
spotlight and on the spot. 

It is with no thought of being a crape 
hanger or a calamity howler that I 
point to these storm signals on the 
marketing front. Even in its present 
doldrums, our economy is at a gener- 
ally high level, and I don’t want to be 
like the farmer who harvested a 
bumper crop after successively pre- 
dicting his own ruin as a result of 
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freeze, flood, drought and disease. “It 
turned out pretty good,” he confessed, 
“but don’t you know, a crop like that 
sure takes a lot out of the ground.” 

I only want to make the distinction 
that we have the opportunity, but not 
the assurance, of fair and warmer days 
ahead. Because we have good seed in 
the ground, we can’t sit back and wait 
for the harvest. We have work to do. 


A Look at the Weather Map 


First, there is a very, very cold front 
generating from eastern Europe in the 
area of Moscow. Behind it is a violent 
storm already covering a third of the 
earth’s surface; unless dissipated, it 
could bring a deep freeze to the whole 
democratic world. Wherever this front 
meets with our own trade winds, there 
is turbulence at all elevations. 

Next, concentrated over the Euro- 
pean Common Market, the European 
Free Trade Area, and other strong- 
holds of vigorous individual enterprise 
are a series of growing counter-fronts. 
These are “friendly” weather breeders 
to the extent that they help resist the 
Moscow storm system, but at the same 
time they are threatening our markets 
with extensive precipitation. 

Finally, here at home we have de- 
veloped a long-standing high pressure 
area with strong political winds. While 
this system promises showers of pros- 
perity, all too frequently in the past 
similar movements have turned out to 
be nothing but hot air masses which 
parch profits and dry up the seed. 


CREATING A CLIMATE 


What can we do about this weather? 
We can and must create our own fa- 
vorable climate with aggressive mar- 


keting programs, at home and abroad. 

Through the centuries, many nations 
have taken their turns in dominating 
world commerce, each succumbing at 
last to a stronger competitor. As the 
leader for the last thirty years, we have 
this much in common with our prede- 
cessors: we continue to grow, or we 
die. We keep running, or we get run 
over. 


A Production Struggle 


We have one tremendous advantage 
over the power nations of the past. 
They were essentially trading nations 
whose economic growth was limited by 
the amount of goods they could pro- 
duce or obtain. The United States 
alone has come into power as a produc- 
ing nation. We can, in short, produce 
all we can sell. Our problem is to 
sell all we can produce. To maintain 
our world leadership, we must become 
the first great producing and market- 
ing nation. If we don’t, there are oth- 
ers who will. 

Looming most ominously is the So- 
viet Union. Nikita Khrushchev made 
that plain enough when, during a com- 
parative lull in the cold war, he bluntly 
stated: 

We declare war. We will win over the 
United States. The threat to the U.S. is 
not the ICBM but in the field of peaceful 


production. We are relentless in this and 
will prove the superiority of our system. 


That is not a statement to be taken 
lightly. While we may be poles apart 
in ideologies and economic systems, 
Russia has this in common with us: 
she controls most of the physical re- 
sources required for her economy. That 
is essentially what made us a produc- 
ing nation, and it would be foolhardy 
to question that Russia can do the same 
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in time, if her system holds together. 
We can’t afford to gamble on her fail- 
ure; we must stay well out in front. 


A Marketing Drive 


Hand in hand with the Soviet pro- 
duction drive is a marketing drive. 
Again, our authority is the terrible- 
tempered Mr. Khrushchev himself, 
who has stated: “We value trade least 
for economic reasons and most for 
political purposes.” 

That aim has been clearly demon- 
strated in recent months in Africa, in 
Asia, in Cuba, wherever political un- 
rest has offered an opening wedge for 
the Communist trade offensive. Nor 
are the Soviet efforts confined to the 
economically underdeveloped areas. 
Soviet-refined gasoline is being offered 
on the European market at cut-rate 
prices. Owing to poor refinery equip- 
ment, the exhaust fumes from their 
gasoline smell like rotten eggs (a 
pretty obvious marketing disadvan- 
tage) but it is reported that the Soviets 
are modernizing their equipment and 


expect to overcome this difficulty in the © 


near future, whereupon they may be- 
come serious competitors in the Euro- 
pean petroleum market. 

With the Soviets, we are not facing 
independent businesses like ours or 
those of our allies. With the Soviets, 
trade does not follow the flag; the 
flag follows trade. With the Soviets, 
we are coming to grips with the whole 
power of their government which, 
since all profits belong to the state, 
can price their exports on any basis 
their political ends require. Then, if 
they desire, they can offset these ac- 
tions merely by increasing prices at 
home. This is an advantage we do not 
have nor, at the cost, would we want it. 
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The Decisive Demonstration 


In the end, this struggle will be de- 
cided in favor of the economic system 
which demonstrates that it can do the 
most to improve the living scale of the 
most people. We confidently believe 
that we have that system, but we must 
prove it to the rest of the world. Our 
only sensible strategy is to improve 
the economic strength of the non-Soviet 
world, to bind together the nations of 
the free world with strong trade links, 
and to pursue a vigorous policy of max- 
imum international commerce. Mar- 
keting must play a leading role in these 
objectives. 

An illustration will make this clear. 
In 1959, our export sales to West Ger- 
many amounted to $14.75 for every 
West German man, woman and child. 
The Japanese per capita purchase of 
our goods was a little over $10. Paki- 
stan could buy only $1.15 per capita 
from us. 

These figures suggest two conclu- 
sions which have a hen-and-egg rela- 
tionship: first, it is to our advantage 
to build up the purchasing power of 
underdeveloped nations; second, our 
strongest Free World competitors are 
our best customers. 


ANOTHER STORM AREA 


There is a second series of storm 
areas on our economic weather map: 
the nations who are our friends polit- 
ically and our rivals economically. They 
are the nations who are our markets 
abroad. The inexorable laws of trade 
make us a market for their products, 
a market which they have been hitting 
hard. 

Admittedly, there is a certain amount 
of irony in this latter situation, since 
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American aid played a prominent part 
in setting these countries back on their 
feet after World War II. But long 
gone are the days when Thomas Paine 
could write: “Not a place upon earth 
might be so happy as America. Her 
situation is remote from all the wran- 
gling world, and she has nothing to do 
but trade with them.” In a world of 
guided missiles, isolationist policies are 
completely obsolete. 

We must face up to the fact that any 
nation strong enough to help us mili- 
tarily must also be strong enough to 
compete with us economically. The 
only answer to this competitive di- 
lemma is to expand the world market. 
What we need is not a bigger piece of 
the pie, but a bigger pie. 

For some time, particularly in recent 
months, we have been painfully aware 
that the U.S. is in an adverse position 
on the international balance of pay- 
ments. In 1960, the net gold outflow 
from our country was somewhere in 
the alarming neighborhood of $314 to 
$4 billion, owing in major part to our 
loans, grants and military expendi- 
tures overseas. Clearly, we have two 
choices: either decrease our expendi- 
tures abroad, weakening our political- 
military position, or increase our trade 
surplus. 

In the latter half of 1960, we were 
exporting goods at the annual rate of 
$20 billion, about a 22 percent increase 
over 1959. If we can increase our ex- 
port trade by that much more, we could 
wipe out the balance of payments def- 
icit without reducing current import 
levels, an entirely practical goal. 


Wages and Tariffs 


It is frequently alleged that high 
wage rates have priced us out of world 


markets, and there are some discourag- 
ing statistics available on this score. In 
the major countries of Western Eu- 
rope, for example, wages in manufac- 
turing industries range from $1.08 an 
hour in Sweden to $.57 in The Nether- 
lands, compared to $2.68 in the U. S. 
In Japan, the average is far lower. 
Obviously, export products from the 
United States which have a high labor 
content pose special problems for us. 

Some quarters have been quick to de- 
mand governmental tariff action to 
protect America’s position in the world 
economy. This type of thinking can 
only be called economic isolationism, 
as out-dated as the political variety. 
Tariffs are like a golfer’s handicap— 
an admission that he can’t shoot par 
and a device to give everyvody a chance 
to win. This is a commendable con- 
cept for a club tournament, but I’ve 
never seen it proposed for the Olympic 
Games. Instead of confessing competi- 
tive weakness, the United States must 
meet competition by finding ways of 
expanding its trade overseas. Govern- 
ment action is no substitute for the vi- 
tality and initiative of private enter- 
prise. The import-export status of 
products and industries has never been 
static, and we should never try to make 
it so by government regulation. 

There will be casualties. There are 
casualties now, every day, caused by 
domestic competition, but we don’t 
wring our hands and say “There ought 
to be a law.” This is the way the com- 
petitive discipline works to create max- 
imum benefits for customers, all of us 
included. 

Let’s not try to solve our problems by 
tariff action. When we build a fence, 
we must consider what we are fencing 
in as well as what we are fencing out. 
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If we fence out imports, we are going 
to fence in our own exports, for it is 
an unpleasant fact that the world no 
longer depends upon our products as 
much as it did a few years ago. 


THE ANSWER TO COMPETITION 


As I have stated, a 20 percent in- 
crease over and above any natural in- 
crement is a practical goal. There are 
two major reasons for this optimism. 


The European Boom 


First, there is the interesting fact 
that the 1960 export growth was due 
almost entirely to the European eco- 
nomic boom—the same boom which 
put them into competition with us on 
the world market. It has created a 
familiar pattern of labor shortages, 
rising prices, and slower deliveries, all 
of which have encouraged the purchase 
of U.S. goods and made them more 
competitive. 

Furthermore, it is estimated that as 
much as 15 percent of our 1960 trade 
surplus can be attributed to trade lib- 
eralization in Western Europe, where 
many countries have modified or abol- 
ished import restrictions against our 
goods. This trend can be expected to 
continue unless we ourselves take ret- 
rogressive action. Finally, the Euro- 
pean boom may very well spill over 
into other countries, creating more for- 
eign buying power for our products. 
It is particularly notable that Canada 
and Latin America, traditionally our 
major foreign customers, have been in 
a slump which did not enable them to 
contribute to the 1960 increase in U.S. 
exports. If their economies can be 
persuaded to pick up, we would have 
a running start toward another $4 bil- 
lion increase in our trade surplus. 
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American Diversification 


The great diversification in Ameri- 
can research and development, which 
can provide products in export demand 
and create the jobs we must have, is a 
second reason for believing that we can 
more than hold our own against for- 
eign competition. In the decade of the 
Fifties America invested $69 billion 
in basic and applied research. This has 
generated a flood of new products. In 
1960, the total expenditure for research 
and development in the United States 
was approximately $13 billion, pro- 
jected to $27 billion by 1970. This in- 
cludes the research effort for the de- 
fense program which is knocking on 
every closed technological door in every 
branch of science. This research is 
contributing to the economic defense 
of the United States as well as to our 
security program. 

Our answer to trade deficits must be 
to capitalize fully on this tremendous 
technological effort and capability. We 
must aggressively export what might 
be termed Model II products while the 
importing territories are in a Model I 
phase. As they move into a Model II 
position, we must be in Model III. 


A Continental Base 


U.S. companies not now exporting to 
Europe or producing there may find 
the continent increasingly attractive as 
a production and distribution base. 
Prime candidates are those products 
which cannot be manufactured here 
and sold competitively and profitably 
in that market. Importing from our- 
selves also protects our competitive 
position on those products in the 
U.S. market against similar foreign 
exports. 
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Such transfer of work overseas in 
order to meet foreign competition both 
there and here does not mean we are 
merely transferring American jobs. 
Such transfers can create more jobs 
here at home. Let me give you a spe- 
cific example: Burroughs Corporation, 
of which I am president. 

After the Second World War most 
of the world had little dollar exchange 
and United States exports were se- 
verely handicapped by licenses and 
quotas. At that time, Burroughs had 
only one foreign manufacturing fa- 
cility, a small plant in England, estab- 
lished before the turn of the century. 

In 1949, we created a new plant in 
Scotland and transferred one major 
product (the calculator) for world 
production. Thus we released facilities 
for production of new products in the 
United States, and generated addi- 
tional jobs here. At the same time, by 
purchasing calculators from our Bri- 
tain plant for dollars, we created the 
exchange necessary to ship U.S.-made 
parts for other products into Britain 
for finishing and assembling there. 
This program permitted us to export 
this amount of products on a sterling 
basis to most of the soft-currency areas 
of the world. More plants in Britain, 
France and Brazil have since been 
added, and our international business 
has multiplied rapidly. 


Importing Expansion 


Between January 1, 1950 and Janu- 
ary 1, 1960, our firm created 5,500 ad- 
ditional jobs overseas. In that same 
time, for every job added abroad, we 
created more than three new jobs in 
our U.S. operations. 

It is unlikely that we could have ap- 
proached that rate of domestic growth 


had we confined ourselves to our own 
shores. That’s why we at Burroughs 
are convinced that investing abroad is 
also investing at home: why exporting 
certain production is also importing 
domestic expansion and jobs for Amer- 
ican workers. 


THE DOMESTIC WEATHER 


Let us now look more closely at the 
economic weather that is building up 
here. In spite of the seeming prosper- 
ity reflected in the sales charts, narrow 
profit margins and limited surplus for 
reinvestment have been and are dis- 
tinctive features of the American eco- 
nomic system in recent years. Our 
politics have been so strife-torn in the 
last thirty years that around profit’s 
head has swirled a storm of contro- 
versy. “Profit” has become a dirty 
word for many misguided, if well-in- 
tentioned, people who would somehow 
contrive to reduce profit from business 
and yet have something left which is 
neither socialism nor communism. 


The Wage of Enterprise 


We can no more take away adequate 
profit and have free enterprise left 
than we can take away the people’s 
right to vote and have democracy left. 
Profit is the wage of enterprise, and 
these wages have been going down at 
the same time that the cost-of-living 
index for business has been going up. 

The cruel truth is that our national 
income has risen by better than 120 
percent in the postwar era, but corpo- 
rate profits have increased by only 23 
percent. In 1947, corporate profits 
were 9.2 percent of our national in- 
come; by 1951, profits were down to 
7 percent, and in recent years they 
have fallen to 6 percent or below. This 
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clearly defined downward trend should 
be of major concern to statesmen as 
well as industrialists in this perilous 
time when our industrial expansion 
and Gross National Product growth is 
more necessary than ever before. 

One of the big jobs before us is to 
scrub the dirt off the word “‘profit.”” We 
must re-acquaint the American public 
with the difference between making 
a profit and profiteering, remind and 
convince them that profit does not ac- 
cumulate in corporate strong-boxes but 
is paid out continually for the use and 
improvement of tools. Everyone should 
understand that the American system 
of free enterprise is a profit system, 
and that from these profits and only 
from them do we get job security, our 
high standard of living and the initia- 
tive of action which has placed the 
United States in its position of world 
leadership. Economic illiteracy is prob- 
ably the greatest single threat Amert- 
ca must face. 


Our Biggest Market 


Despite the stress laid on the export 
market in this discussion, our biggest 
market, of course, is right here at home, 
and certainly cannot be neglected. 

Census figures show that a baby is 
being born somewhere in the United 
States every 714 seconds: this year 
about 4 million such new customers 
will be born. In their lifetimes this 
one year’s crop of babies will buy, 
among many other things, a billion 
pairs of shoes, 25 billion pounds of 
beef, 63 million suits and dresses, 11 
million new cars, 91 billion gallons of 
gasoline, 200 million tons of steel, 50 
billion quarts of milk, 614 million re- 
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frigerators, a million new houses, 65 
million tons of paper. 

To repeat my earlier statement, we 
will have no difficulty in producing 
enough goods for this growing popu- 
lation of ours with enough left over 
to sell the rest of the world all it will 
buy. 


BREAKTHROUGH 


Foreign competition, whether friend- 
ly or hostile, dwindling profit margins, 
economic stagnation: all these threats 
can be met in only one way—by ade- 
quate growth on the revenue front. 
We have arrived at the time when mar- 
keting management must establish new 
pars for the course. 

Most observers agree that we are on 
the verge of a breakthrough into a 
wholly new level of economic activity, 
world-wide in scope, intensive in pene- 
tration. The future years offer tre- 
mendous opportunity, not only for suc- 
cess, but for failure as well. In America, 
the freedom to fail is one of our great- 
est freedoms. That freedom permits us 
to stick out our chin, to go out on a 
limb, to take a chance. And we get the 
reward for doing so if we are right. 
The worst mistake we can make is to 
fail to exercise this freedom to fail. 
Inaction is the surest road to failure. 
The sternest challenge in the history 
of business lies ahead. We have no 
alternative to success because the fail- 
ure of free enterprise would mean the 
failure of all that America stands for. 

If we don’t succeed, we are likely to 
find ourselves in an economic climate 
like that of a certain western mining 
town: eleven months of winter, and one 
month mighty late in the fall. 


ELI P. COX 


The Decline of 
Metropolitan Retailing 


A great deal of attention has been 
given to the increasing importance of 
the nation’s metropolitan areas as cen- 
ters of population and trade. A vital 
fact has been overlooked, however. 
That fact is that during the last thirty 
years retail trade has not shifted to 
those areas at anything like the rate at 
which population has done so. In other 
words, while the population of the 
Standard Metropolitan Areas has in- 
creased dramatically both in absolute 
terms and in share of the national to- 
tal, metropolitan retail sales have made 
gains in absolute terms, but have not 
increased their share of the nation’s 
total at all. To be specific, today’s 
metropolitan counties increased their 
share of the population of the 42 states 
in which they are located from 53.75 
percent in 1929 to 61.55 percent in 
1958. The metropolitan share of retail 
sales in these states, however, re- 
mained almost constant during the 
same period, standing at 68 percent in 


Some startling changes in retail 


concentration have gone unnoticed. 


1929 and at 67.6 percent in 1958. The 
result is that per capita retail sales 
have increased much more rapidly in 
non-metropolitan than in metropolitan 
areas. 

This finding, which has resulted 
from a study now being conducted in 
the Bureau of Business and Economic 
Research at Michigan State Univer- 
sity, will be startling to marketing pro- 
fessionals, both academic and practic- 
ing, for it runs counter to generally 
held assumptions about retail concen- 
tration. Since significant changes in 
the structure of retail distribution in 
the United States are of importance to 
many engaged in business—certainly 
the manufacturer, the wholesaler, and 
the retailer—as well as to those who 
study changes in the economy, the pur- 
pose of this article is to report a change 
which has apparently gone unnoticed. 

The Bureau of the Census generally 
defines a Standard Metropolitan Area 
as being made up of one or more whole 
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TABLE 1 


PERCENTAGES OF STATE POPULATIONS CONCENTRATED IN 
STANDARD METROPOLITAN AREAS 

































SMA 1929 1939 1948 1954 1958 
CAC ee eee eee ear) 27.59 29.00 33.67 36.32 36.77 
2 ee ee eee er 46.64 51.49 61.49 67.53 70.34 
PANT So oats oeeiacoos 10.82 11.15 13.17 15.03 16.49 
SOGNMNON ING o.5 cot oes 83.39 83.96 84.37 85.50 86.27 
Colorado Ee Lae 43.35 45.56 52.51 56.13 58.62 
Co ct | ar 66.67 66.76 66.91 66.29 65.74 
SPINE oc ooo ce hk Sear 67.45 67.39 68.56 68.84 68.86 
RINE (eh ee a ore ree 47.27 52.95 56.98 58.25 58.66 
RSP AD ecient Aa ep Bieta 30.95 36.29 40.35 42.98 
Illinois EE A aS ee 69.92 70.50 72.81 74.58 75.71 
J2E 3 5 RSS en ersten nee 43.96 45.39 47.81 49.40 50.35 
ROVE yi ee ee ee 25.49 26.82 29.10 31.44 32.29 
Kansas ... a 20.92 22.70 23.73 29.64 34.77 
ann 24.98 24.74 27.95 30.95 33.12 
Louisiana .. 84.29 34.83 38.66 40.76 41.84 
Maine 19.64 19.94 20.49 20.28 19.97 
CU 69.90 71.73 71.54 76.59 17.63 
MBSBBCHUSECLES ~....-....-.00-<-20s-0- 88.31 86.08 86.10 85.76 85.37 
ite Ot) . 67.95 68.80 71.00 72.19 72.83 
Minnesota ................... 35.02 41.36 45.47 47.57 49.43 
Mississippi 4.85 6.20 7.36 8.20 
Missouri 48.63 52.62 55.52 56.87 
Nebraska Es 27.04 30.60 33.96 36.77 
New Hampshire ...................... 17.51 16.82 17.66 17.69 17.53 
DOW ICTBOY, once io cccct ecactn cise : 84.21 82.75 80.73 79.29 
oe |. oa y 12.86 20.02 24.36 26.63 
New York ............- J 85.04 85.29 85.42 85.49 
North Carolina 20.41 21.79 23.13 24.09 
NO Ranh fee eo rae es : 65.83 68.04 68.92 69.25 
CO ee een ne : 22.14 28.10 32.78 35.86 
Lo oe : 41.61 40.83 40.82 40.90 
PONNSVIVANIG. «.....-:.-0:0--<s<eocesce0-s . 75.23 76.21 76.95 77.44 
ie fo) eee g 88.70 88.40 87.76 87.45 
South Carolina 25.69 26.43 29.15 31.06 
South Dakota : 8.80 10.49 11.91 12.03 
TOAD 622 oe Ree es 3 35.61 40.04 42.88 44.65 
PRINS shoo os enh oh we : 40.32 48.35 53.35 56.21 
ON eer nee ‘ 48.74 51.46 53.58 54.87 
Virginia 2 34.23 42.40 46.79 49.16 
Washington 57.07 58.65 61.37 62.57 
West Virginia ; 26.19 27.45 28.89 80.13 
VAD BIEN coi cis csccn ca cceacsk esse scesives R 39.75 41.91 44.05 45.53 
SMA’s of 42 States ................ 53.75 54.83 57.89 60.19 61.55 


SOURCE: Developed from United States Census data. 
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counties which contain at least one 
central city of at least 50,000 inhabi- 
tants. Many of them are made up of 
single counties, but additional counties 
may be added if they become essential- 
ly metropolitan in character and suffi- 
ciently integrated with the central city. 


THE BASIC STUDY 


The basic study involves a compari- 
son of the populations and retail sales 
in Standard Metropolitan Areas with 
these same figures for the states in 
which SMA’s are located. The problem 
has been complicated by the fact that 
with each successive Census of Busi- 
ness the number of population centers 
designated by the Census Bureau as 
Standard Metropolitan Areas has in- 
creased and some existing SMA’s have 
been redefined by the Bureau to include 
additional counties. Since the number 
of states in the continental United 
States and their boundaries remained 
the same, making a direct comparison 
has required that the SMA’s be stabi- 
lized in some way. This has been done 
by using the SMA’s as they were des- 
ignated for the 1958 Census of Busi- 
ness and reconstituting them statisti- 
cally for other census years. For 
instance, Lansing, Michigan was a one- 
county SMA until 1958, at which time 
two additional counties were added. 
For the purposes of this study, then, 
the three-county definition was used 
and SMA statistics were computed for 
prior census years by adding reported 
figures for the two additional counties. 

A brief scrutiny of Tables 1, 2 and 3 
will acquaint the reader with the basic 
results of the study. The tables contain 
data on the 42 states which in 1958 
had one or more population centers 
designated as Standard Metropolitan 


Areas for which statistics from the 
1958 Census of Business were reported. 


SMA Population Shares 


Table 1 shows the proportions of 
each state’s population which resided 
in its Standard Metropolitan Areas 
during each Census of Business year 
from 1929 to 1958. While it will be 
noted that for the nation as a whole 
the degree of population concentration 
increased steadily throughout the pe- 
riod, the degree of concentration in 
some states increased rapidly and in 
others little or not at all. 

Those states in which SMA popula- 
tion shares have increased most are 
generally those which had low SMA 
concentrations to begin with. In most 
cases they are states whose economies 
were largely oriented toward agricul- 
ture until World War II, and most of 
them are located west of the Missis- 
sippi River. In eleven states, Arizona, 
Arkansas, Georgia, Kansas, Mississip- 
pi, Nebraska, New Mexico, Oklahoma, 
South Dakota, Texas, and Virginia, 
SMA’s increased their population 
shares by at least one-third from 1939 
to 1958. Eight of them lie west of the 
Mississippi, and all were agriculturally 
oriented before World War II. 

There are also eleven states in which 
SMA population shares increased by 
one-twentieth or less during the same 
period. These are California, Con- 
necticut, Delaware, Maine, Massachu- 
setts, New Hampshire, New Jersey, 
New York, Oregon, Pennsylvania, and 
Rhode Island. Nine of these lie east 
of the Mississippi, and are generally 
in a rather “mature” state of economic 
and population growth. California and 
Oregon are mavericks which defy any 
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PERCENTAGES OF STATE RETAIL SALES CONCENTRATED IN 


TABLE 2 | 
| 
STANDARD METROPOLITAN AREAS | 





SMA 1929 1939 1948 1954 1958 
WMRMBITI Gs 55005 8 Seca  htik kk yee ee 46.79 48.34 48.22 47.75 47.65 
NT OS NE ee renee Se ata 52.83 58.82 67.98 69.52 72.39 
PUPURBNISIS occu Lcdcsnste voces deuecaeveous 18.03 22.75 22.28 22.95 24.48 
GE oC: 1 en ae 86.06 85.76 85.42 86.45 87.22 
ROOTING 55 oo ee 54.29 57.01 56.70 60.36 61.87 
COTO CHIOIE | oc. ocoe sees 68.48 68.39 67.65 71.91 68.69 
oe gl 15.66 70.98 62.11 67.65 67.46 
RIN 22 cng ec tik he e 68.97 66.16 66.34 62.89 63.20 
RONSON ad 5c crews: Ss ht GA 51.21 52.35 52.70 53.93 54.50 
LOOT ee eee ste 80.65 79.21 77.48 80.49 79.29 
eS) a eee aaa 55.52 54.58 * 58.96 54.25 54.94 
RUINS oiste= foc ccc oooh eae 33.91 34.53 34.18 33.48 34.95 
ST ee ee ea see 23:73 28.39 27.57 34.10 36.11 
KOE. a ene mene terres 45.92 45.17 44.47 46.38 45.63 
SUIS Ce ee eee ee 51.17 53.21 50.51 52.15 52.51 
ES eae me naan eee enter ate 29.31 27.89 26.75 26.19 25.89 
An 28s ons 77.38 77.53 75.89 76.56 78.38 
Massachusetts ...........0..-.cc0.-..052 89.00 85.389 86.78 87.38 87.75 
NAROMIPON o.occescdsceesacaccssvssceceosecss 76.20 74.86 75.02 76.19 75.16 | 
ULL LL <a ee 55.74 55.29 51.16 52.14 Dovtt | 
Mississippi ............. A i 8.54 11.32 11.18 12.25 14.27 
AUT SF) T ie eee RT eee ae eet 68.31 67.52 65.11 65.16 64.98 
See L(t 1 en eee Eee REE 31.36 37.94 33.99 35.81 37.97 
New Hampshire ............... oe 21.04 18.42 19.01 18.31 19.05 
PIR WWUETSON S.cilbivccciaceteeteedss 84.18 83.66 81.53 80.57 79.54 | 
ew MONIC0: c.c.c.22000c.ccc000c.-0-.00s0s 17.50 20.14 25.58 29.75 Site | 
Ce C.0) «| cc a nee 87.52 87.02 86.29 85.81 86.15 | 
North Carola. .............:.......-.. 33.22 33.98 Sound 32.50 30.49 
SO eRe En 73.96 74.12 73.06 72.56 73.18 | 
Oe EI cc: ea ee 31.93 36.25 37.85 41.50 43.69 
OS ea nee 51.28 48.07 44.70 43.23 43.40 | 
PONRSYVIVANIA. q..-.-.-c0--cc0cesesseenea0s 82.83 80.46 79.65 80.44 80.61 
Rhode Fsland® .......20:200:.--.------- 90.45 86.87 86.74 83.78 85.53 
South (Garolina. .....-......----<--..- 33.81 34.89 35.19 SI AT 38.17 
South Wakota  ....c...c--ccs-ccccoecccce 11.62 15.41 14.16 14.64 15.59 
USA eS ee een 59.09 58.93 57.27 56.96 57.73 
1S CA Gee eee eee eae eee ce 51.37 54.96 57.43 59.68 61.42 
“CET ee aOR De reer ie er soe rae 65.44 62.78 59.29 62.85 62.85 
SPE a Seen ER 39.94 42.21 52.76 55.64 60.57 
Wi OSINNORON:. -ic22s coerced 64038 62.84 60.68 63.52 65.17 
Wiest Varina ;......::....220c020 36.18 35.99 34.93 88.54 38.69 
AUMRUIASITY. 206655 cose hens cesccees 48.00 49.00 46.06 47.46 48.35 
SMA’s of 42 States ................ 68.02 67.81 66.08 67.10 67.56 


* Data seem internally inconsistent. 


SOURCE: Developed from United States Census data. 
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generalization about the rest of the 
group. 


Shares of Retail Sales 


Table 2 shows the SMAs’ shares of 
state retail sales for each of the Census 
of Business years. Here, too, there is 
a great deal of variation between 
states, one which certainly would be 
expected to accompany the changes in 
population shares indicated in Table 
1. Generally, however, the changes in 
shares of retail trade have been much 
smaller than the corresponding changes 
in population shares. In a few cases 
(Florida and Missouri, for example) 
the two changes have actually been in 
opposite directions, with relative popu- 
lation concentrations increasing and 
corresponding retail concentrations di- 
minishing. 


Retail Concentration 


The heart of this analysis is con- 
tained in Table 3, in which retail sales 
per capita in SMA’s are compared to 
those in non-metropolitan areas. The 
figures in the table may be used as in- 
dexes of retail concentration. Table 3 
shows that the index for the nation has 
dropped consistently since 1929, fall- 
ing from 183 that year to 130 by 1958. 
This means that SMA per capita retail 
sales were 83 percent higher in 1929 
than those in non-metropolitan areas, 
and that the difference had dropped to 
30 percent by 1958. The pattern of 
falling indexes was followed to a great- 
er or lesser degree in 38 of the 42 
states, the exceptions being Connecti- 
cut, Massachusetts, New Jersey, and 
Virginia. 

While there is a high degree of con- 
sistency in the direction of change of 


the retail concentration indexes in the 
various states, there is a wide spread 
in their actual magnitudes. For in- 
stance, while Alabama, Arkansas, 
Georgia, Kentucky, Louisiana, Missis- 
sippi, North Carolina, and Tennessee 
still had indexes of 150 or more in 
1958, Arizona, California, Delaware, 
Maryland, New York, and Rhode Is- 
land had indexes of 110 or less. Al- 
though these variations are worthy of 
further exploration, this article is con- 
cerned with the central fact that popu- 
lation movement to metropolitan areas 
has not been accompanied in recent 
years by a proportionate increase in 
retail sales in those areas. In other 
words, non-metropolitan areas seem to 
be doing a progressively better job of 
holding retail sales and preventing 
their flow to metropolitan centers. 


RATIONALE OF CHANGE 


This central fact is of real signifi- 
cance, since it indicates that metro- 
politan areas have been overrated as 
increasingly important centers of re- 
tail trade. A number of marketing 
men have been asked for their opinions 
on whether retail sales have been con- 
centrating in SMA’s at a faster or 
slower rate than population. Without 
exception they felt that the SMA share 
of retail sales was increasing faster, 
and were surprised to learn that the 
reverse has apparently been true for 
the past thirty years. 


Reilly’s Law 


The reason for surprise is obvious, 
for long ago it was discovered that 
there was a tendency for trade to flow 
from smaller population centers to 
larger ones. This tendency was drama- 
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TABLE 3 


RELATIVE PER CAPITA RETAIL SALES IN STANDARD METROPOLITAN AREAS 
(State non-metropolitan per capita retail sales = 100) 





SMA : 1929 1939 1948 1954 1958 

NINN 32258 8 oe et 230.80 229.10 183.46 160.23 156.53 

es eer nt 128.13 134.57 132.95 109.57 110.55 

PRSNIBONS 5 foo opessh css Spacreavteces 181.29 234.69 189.00 168.38 164.16 

ROR DRIIOINE occ 122.96 115.05 108.53 108.20 108.62 
TET 155.21 158.45 118.43 119.01 114.53 | 
KCOMMCCHIOULE. .........06c0cccccrcescccoczecs 108.61 107.72 103.43 130.18 114.33 
DS eee ee 150.00 118.36 75.17 94.65 93.75 

Florida 173.78 148.81 121.46 121.03 | 
Georgia 245.09 195.61 173.07 158.90 
Illinois ..... 159.43 128.48 140.61 122.84 | 
Indiana : 144.58 127.93 121.46 120.23 | 
Iowa ........ See Ree ieee : 143.92 126.53 109.42 112.53 
Kansas 135.01 122.33 122.84 106.02 | 
[CoG <i pe Se 255.00 250.62 206.45 192.98 169.48 

NRRNRANND o.oo ec cdestedssccrteccds 200.82 21297 161.94 158.40 152.46 

DN sina isni sacs ansedindatacel 169.65 155.29 141.70 139.48 140.00 

oe eee eee 147.31 136.00 125.21 99.83 104.47 
Massachusetts ...................0....-- 106.14 94.51 105.97 114.97 122.76 
We Re eee 151.01 135.03 122.66 123.27 112.89 
MEMNCKOLA .<.-220c.cc.ceenc0s- Sonar: 233.70 175.34 125.61 118.93 118.99 
Mississippi ............------c---c-------- 216.20 250.43 190.43 175.72 186.34 

MOIS eee 233.79 219.58 168.03 149.83 140.71 

POIRIER cocoa oo Stee on esas 188.75 164.95 116.78 108.49 105.26 

New Hampshire ...................... 125.53 111.65 109.43 104.28 110.71 
els) ae 96.20 96.01 92.02 98.98 101.55 

New Mexico ......................-...... 177.41 170.88 137.31 131.51 127.99 

New York ......... ie hc Ae 130.22 117.95 108.55 103.22 105.57 

North (Garoling. ............0.-ccssa:. 203.28 200.71 177.66 158.91 160.54 

RON ee cr Dt cea Ae 148.27 148.65 127.39 119.24 121.16 

OS OS er a 185.43 199.96 155.83 145.47 138.77 

LNCS 0 EE eer nee nee ee ee 136.89 129.90 117.14 110.39 110.80 
PORRSVIVAMIA. <2. .-225-<.0-.000stcens 161.74 135.57 122.18 123.19 121.11 

Rhode Islend” .:.................s0:.. 97.92 84.29 85.84 62.75 84.82 

South Carolina ...................... 178.07 155.00 151.14 145.64 137.02 

Sowth Dakota ....<......-.0605.:... 167.46 188.80 140.76 126.85 135.06 

COS SSO Seen ne cee 282.75 259.47 200.72 176.30 169.29 

RS ae ea Set 8c ee 182.67 180.61 144.12 129.43 124.03 

UD ae eee meres. 203.57 177.40 137.38 146.57 136.20 

CPE TT a ee ee onset ee 120.20 140.33 151.73 142.63 157.54 

SE Ac |) eee 132.33 127.21 108.80 109.60 111.94 

West Virginia. .............-2.:..:-..<.. 165.37 158.46 141.88 154.34 146.34 

IV REIORONUN, ccs coscci cocaxccccuniswecednees 144.02 145.62 118.35 114.73 111.90 

SMA’s of 42 States ................ 183.03 173.55 141.71 134.90 130.09 

* Data seem internally inconsistent. 

SOURCE: Developed from United States Census data. 
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tized in 1928 when William J. Reilly 
developed a formula for estimating the 
relative ability of cities of different 
sizes to draw trade from their hinter- 
lands. This formula, which became 
known as “Reilly’s Law of Retail 
Gravitation,” was based on an assump- 
tion that, other things being equal, 
the ability of a city to attract cus- 
tomers from outside its boundaries 
was a function of the city’s size. 

Many people have made trade flow 
surveys, and have found that Reilly’s 
Law tends to work. It has also stood 
up under the test of logic, as larger 
cities obviously have attributes which 
tend to attract trade from greater dis- 
tances than is possible for smaller ones. 
Not only does the retail structure of a 
major city offer the consumer a wider 
assortment of goods, but many non- 
retailing attractions bring him to the 
city and expose him to the shopping 
enticements that exist in such abun- 
dance. 

Although there are no retail sales 
data available prior to 1929 to support 
such an assumption, it seems certain 
that during the second and third dec- 
ades of this century retailing concen- 
trated in large population centers at 
a rapid rate. Anyone old enough to re- 
call the twenties will remember seeing 
rural trading centers dry up as the 
automobile and the paved highway 
brought the city and its attractive 
offerings closer and closer in time and 
convenience. Across the country thou- 
sands of small trading centers which 
had once offered most of the goods 
and services needed by nearby resi- 
dents were reduced to wide places in 
the highway, with only convenience 
goods available, as the automobile re- 


placed the horse-drawn vehicle as the 
customary means of transportation. 

Rising cash incomes of non-metro- 
politan residents, their rising living 
standards which made possible the pur- 
chase of greater proportions of shop- 
ping and luxury goods, and their 
increasing level of education and sophis- 
tication all seem to have directed the 
flow of trade toward the city. Despite 
the fact that these forces are still in 
operation, the rate of trade flow to- 
ward the major city has diminished, 
and the diminution process appears to 
be continuing. 


The Diminution Process 


This finding is important for two 
reasons. First, it indicates that those 
business concerns whose marketing 
plans have been based on the assump- 
tion that non-metropolitan markets 
are becoming progressively less im- 
portant should reconsider both their 
assumptions and their plans. Second, 
it makes apparent the need for de- 
veloping and testing hypotheses to ex- 
plain the narrowing of the gap be- 
tween metropolitan and non-metro- 
politan per capita retail sales. The re- 
mainder of this article suggests and 
discusses such hypotheses. 


Food purchasing patterns. A shift 
from the consumption of home-pro- 
duced goods on the part of non-metro- 
politan consumers may have contrib- 
uted to the changes observed. This 
certainly seems to be a logical possi- 
bility which would affect food pur- 
chasing patterns particularly, if a sig- 
nificant number of households which 
once produced a large part of their 
dairy, poultry, and garden products 
now buy them at retail. 
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Non-metropolitan concentration. 
Elimination of the country crossroads 
store and the concentration of surviv- 
ing non-metropolitan establishments in 
shopping towns may now provide con- 
sumers with acceptable assortments of 
goods and services. This poses the in- 
teresting question of how large the 
assortment must be in order to hold 
trade in a local area. While the answer 
to this question must depend on how 
far away in distance, time, and con- 
venience larger assortments are, it is 
obvious that a “holding assortment” 
does not need to be as large as a “‘pull- 
ing assortment.” 

In this connection, it is possible that 
an increasing degree of conformity in 
consumption has made it possible for a 
retailing center to cater to a wider 
range of consumer classes without a 
substantial increase in the assortment 
of goods and services offered. In other 
words, the greater the homogeneity of 
non-metropolitan consumer tastes, the 
greater the proportion of local trade 
which can be held by an assortment of 
a given size. 


Higher income. One of the most 
obvious hypotheses is that the ob- 
served change in per capita retail sales 
can be attributed directly to increases 
in relative per capita cash income in 
non-metropolitan areas. As attractive 
as this explanation is, it is vulnerable 
to attack on three grounds. First, there 
is little evidence that non-metropolitan 
gains in per capita income have con- 
sistently outrun those in the Standard 
Metropolitan Areas. Second, relatively 
little is known about the relationship 
of income to retail sales except that the 
latter seems to rise at a slower rate 
than the former. Third, and probably 


Spring 


most important, trade flow studies 
have usually indicated that the higher 
the income of a family, the greater the 
distance its retail trade is likely to 
flow. Consequently, a logical argu- 
ment could be made that rising non- 
metropolitan incomes would, by stimu- 
lating trade flow, tend to generate 
greater concentrations of trade in 
metropolitan areas. 

The arguments above make it ap- 
parent that distribution of income 
may be more important than total in- 
come in influencing trade flow. Hence, 
any trend toward leveling off of in- 
come reduces the relative importance 
of high income groups who have tra- 
ditionally gone considerable distances 
to buy shopping and specialty goods. 
The best income-related hypothesis, 
then, seems to involve a Keynesian- 
like generalization such as ‘‘The more 
evenly income is distributed among 
consuming units, the smaller the 
amount of retail trade which will flow 
to distant trading centers.” 


Sophistication. One of the most in- 
triguing hypotheses is that cultural 
changes have taken place which make 
“going to the city” less attractive to 
non-metropolitan residents. In the 
first place, the non-metropolitan resi- 
dent has become progressively less un- 
like the city dweller in the way he 
dresses, the products he uses, and the 
home in which he lives. It has become 
more and more difficult to identify the 
rural or small town dweller by his ap- 
pearance, his speech, or his tastes. He 
has been mobile for two generations, 
has been to the city many times, and 
is now sophisticated enough not to feel 
elated at the prospect of going there. 

To the extent that these statements 
are true, the non-retailing aspects of 
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the city no longer exert the magnetism 
they did when the city was a wondrous 
place, alien and exciting, and when 
going there regularly was a mark of 
status. In addition, highway conges- 
tion, parking difficulties, and other 
frictions of a metropolitan character 
may make the frustrations of a trip to 
the city outweigh its attractions. 


Brands and services. A growing 
importance of brands as standards of 
value and quality may have made it less 
important for the non-metropolitan 
buyer to patronize metropolitan stores 
whose prestige stands behind the qual- 
ity of their merchandise. Reason in- 
dicates that this is a tenable hypothesis 
which might apply to many types of 
highly advertised merchandise. Cer- 
tainly the small town resident can 
make local purchases of many kinds 
with the assurance of getting exactly 
the same product that would be avail- 
able in the city, and he can often do so 
with adequate knowledge of compara- 
tive prices. 

Not only are some major items 
bought with the brand as an assurance 
of quality, but many of them, which 
were not even on the market thirty 
years ago, require one or more of such 
services as delivery, installation, and 
maintenance. Service considerations 
may indicate local purchase even when 
local vendors charge higher prices or 
offer smaller assortments than those 
available in metropolitan centers. 


Convenience goods. These have long 
been defined in marketing literature as 
those products which the typical con- 
sumer buys at the most convenient 
place rather than taking the trouble 
to visit a number of stores in order to 
compare prices and quality. Such goods 


tend to be standardized and to have 
relatively low unit costs, resulting in a 
minimum of risk of obtaining inferior 
quality and a minimum of potential 
saving from shopping around. 

Changes in consumer incomes and 
attitudes may have broadened the 
range of products now bought on a con- 
venience basis. The much wider range 
of products carried in food and drug 
stores (convenience goods stores) cer- 
tainly indicates that this has taken 
place, and, to the extent that it has, 
may explain part of the observed phe- 
nomenon of decreasing retail concen- 
tration in the Standard Metropolitan 
Areas. 


Deterioration and development. 
These are only a few of the possible 
explanations for the changes which 
have taken place. Many others could 
be advanced, some of them perhaps 
more valid than those listed. It may be, 
for example, that a partial explanation 
has to do with the deterioration of 
SMA central cities as evidenced by the 
current demand for urban renewal 
projects in many places. 

It may be that much of the observed 
change is simply a phenomenon of a 
stage of economic development. The 
data unquestionably show that retail 
concentration in SMA’s is greatest in 
those states whose economies are still 
largely oriented toward agriculture, 
and where there are the greatest dif- 
ferences between metropolitan and 
non-metropolitan populations — differ- 
ences in how they live, in how they 
make their livings, in income, and, per- 
haps, in cultural and educational levels. 
If this is the case, the observed decline 
in the relative importance of the na- 
tion’s SMA’s as trading centers is likely 
to continue as the pattern of economic 
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development in these states progresses, 
and as the differences between country 
and city diminish. 


Shopping centers. One final hy- 
pothesis must be considered here and 
then demolished. This is the sugges- 
tion that diminished SMA retail con- 
centration was brought about by the 
development of rings of planned shop- 
ping centers around major cities, caus- 
ing trade which might have gone to the 
central core to be trapped in outlying 
areas. This possibility was nullified by 
using the SMA, which includes both the 
central city and fast-developing urban 
rings, as the unit for study. 


FURTHER ANALYSIS 


Much remains to be done in the 
analysis of population and retail sales 
data. This may throw additional light 
on the changes which have taken place 
and may help to explain them. For in- 
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stance, preliminary work indicates 
that shifts have not been uniform by 
types of commodity. It appears that in 
the categories of food, gasoline, and 
lumber, building materials, and hard- 
ware (which also includes farm im- 
plements) per capita sales may now be 
as high in non-metropolitan areas as 
in the SMA’s or even higher. On the 
other hand, as might be expected, ap- 
parel, furniture, and home furnishings 
still appear to be rather heavily con- 
centrated in the SMA’s, but much less 
so than in earlier periods. 

Regardless of what further analysis 
may show, it seems certain that the 
rate of trade flow to major cities has 
declined. As important as this finding 
is in itself, its implications about our 
changing economic and social structure 
are more important. It may well be 
that there is now a need for the de- 
velopment of a “Law of Retail Dis- 
persion.” 








The - en Pith: 1845 


Here [in western New York state], instead of dwelling on the past, and on the 
signs of pomp and grandeur which have vanished, the mind is filled with images 
of coming power and splendor. The vast stride made by one generation in a 
brief moment of time, naturally disposes us to magnify and exaggerate the rapid 
rise of future improvement. The contemplation of so much prosperity, such 
entire absence of want and poverty, so many schoolhouses and churches, rising 
everywhere in the woods, and such a general desire of education, with the 
consciousness that a great continent lies beyond, which has still to be appro- 
priated, fills the traveler with cheering thoughts and sanguine hopes. 


Charles Lyell, Travels in North America 








JAMES DON EDWARDS 
B. C. LEMKE 


Administrative Control 


and Executive Action 


The function of managerial accounling is to 


facilitate informed decisions by administrators. 


Control is one of the important and 
essential steps or parts of the admin- 
istrative process. The increasing com- 
plexity and growth of modern organ- 
izations together with the increased 
need for improved methods of commu- 
nication and reporting have forced 
management to pay greater attention 
to this aspect of administration. Con- 
trol follows planning, but just how 
closely and how much it includes de- 
pends on how broadly or minutely the 
administrative process is subdivided. 

Used negatively, the word ‘control’ 
implies such things as purposeful re- 
straint or restriction. But the word 
can also be used in a positive sense to 
suggest the helpful aspects of review 
and guidance with strong overtones of 
supervisory powers. Within an admin- 
istrative frame of reference, a defini- 
tion must include the review of actual 
progress by comparing it with the plan 
and isolating the variance or deviation. 


An expansion of the definition is 
achieved by the addition of the “doing 
something” about the preemergence, 
correction, or disposition of the vari- 
ance or deviation. 

The administrative process can also 
be described graphically. This method 
of explication has the advantage of 
clarity together with a visual repre- 
sentation of the interdependence of the 
various aspects which together com- 
pose what is known as the administra- 
tive process. The accompanying model 
portrays the relevant relationships 
making clear that objectives and pol- 
icies should be defined prior to the 
work of organizing. Once there has 
been developed a plan of organization 
consistent with the established objec- 
tives and policies the elements of ad- 
ministrative control—directing, super- 
vising, and appraising—are brought 
into the administrative process. 
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The Administrative Process 
Phase IV Phase III 
Supervising Directing 
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Debate as to whether administration 
or management is an “art” or a 
“science” will undoubtedly go on end- 
lessly; in part, but not altogether, this 
is due to a lack of common agreement 
on the difference between the two. Re- 
gardless of the classification favored 
by the reader, there can be little doubt 
that administration or management, 
especially of business, has tended to 
evolve as a clearly defined profession 
in the United States because of the 
extensive use of the corporate form of 
organization, which encourages a 
marked separation of ownership and 
management. The growth in size and 
prestige of collegiate schools of busi- 
ness reinforces the concept of business 
administration as a distinct profes- 
sional area. 

Control, like administration and 
management, is subject to a variety of 
definitions or shades of meaning. Cer- 
tainly it is one of management’s most 
important functions, running a close 
second in importance to decision-mak- 
ing. Control may be viewed as playing 
the relatively passive role of reporting 
the progress made in carrying out a 
decision once it has been made. This 
process usually is a matter of compar- 
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ing the plan which implemented the 
decision with the actual accomplish- 
ment in order that deviations or excep- 
tions can be noted and appraised. Many 
of the early management theorists held 
this view. In contrast to it is the belief 
that the concept of control must include 
more than mere measurement and re- 
porting activities. Not only, it is ar- 
gued, should this concept of control 
include the appraisal or evaluation ac- 
tivity, but it should be given a still 
more active role. It is held that control 
is dynamic; it includes the purposeful 
activities of assuring compliance with 
the plans and _ policies previously 
developed. 


Control Objectives 


Control is a multi-dimensional con- 
cept. Its function can be identified at 
all levels of action as well as in all 
types of activity whether creative or 
routine, human or mechanical. The 
thermostat in a heating device is a 
conventional example of a control sys- 
tem. Its function is the comparison of 
actual temperature with a pre-planned 
temperature and the inducement of 
such adjustments of the heating de- 
vice as are necessary to maintain the 
pre-planned temperature within speci- 
fied tolerances. Essentially the same 
principle is used in the design of cer- 
tain audio-amplifiers in which informa- 
tion on distortion of the about-to- 
emerge signal is fed back into the 
amplifier quickly enough to alter the 
situation, so that the signal which 
finally actuates the loudspeaker is free 
of distortion to the extent planned for 
in the circuitry. 

The two control devices just de- 
scribed operate in different manners: 
the thermostat reacts to offset a vari- 
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ance after it occurs, whereas the feed- 
back amplifier prevents the occurrence 
of a variation. Similarly, differing con- 
trol objectives are found in systems 
applied to human activities. Fre- 
quently the functions of the thermostat 
are divided between two groups of per- 
sons so that both groups become ele- 
ments of a control system. One group 
may compute and analyze the excessive 
fall or rise of actual temperature and 
report these observations to another 
group or element in the system. The 
second group’s function, then, becomes 
a matter of selecting the appropriate 
action which, in human affairs, is usu- 
ally more complex than merely in- 
creasing or decreasing the utilization 
of the heat energy source. 


AREAS OF CONTROL 


The administrator of a business en- 
terprise has the aggregate administra- 
tive responsibilities. In order to assure 
achievement of the specified objectives 
it becomes necessary for him to es- 
tablish specific areas of control, among 
them cash, inventory, research and de- 
velopment, production processes, mar- 
keting operations, and personnel. 


Cash Planning 


With respect to the problems of con- 
trolling the cash position of an enter- 
prise, the executive must recognize 
the fundamental importance of cash 
forecasting. It is by forward planning 
that one can establish a continuous bal- 
ance between cash position and the 
other aspects of the plan. The short- 
term cash plan is measurable against 
recent actual performance and current 
trends, while the long-term cash plan 
is subject to such broad influences as 
national economic trends, the effect of 


technological and competitive progress 
on customer demand, and the develop- 
ment of new products and new mar- 
kets. These forces direct management 
into continuous reappraisal of manu- 
facturing facilities, materials procure- 
ment methods, labor supply, and pro- 
jected cost-price relationships. 

It is frequently recommended that 
a projected application of funds state- 
ment be prepared at the time a cash 
budget is completed. The preparation 
of both of these tools will help the ex- 
ecutive to identify trends which be- 
come manifest in the cash budget bal- 
ance sheet. The fundamental purpose 
of the pro forma fund statement does 
not pertain to the income-generating 
and income-measuring process, but 
rather to data about the related but 
distinct task of financial management 
of the business enterprise. 


Inventory 


The inventory management objec- 
tive of the enterprise is focused upon 
the continuing existence of balanced, 
strategically located stocks of inven- 
tory available for quick shipment. An 
integrated program is required to 
coordinate general, sales, financial, 
purchasing, and manufacturing man- 
agement since all have the common 
objective of customer goodwill and the 
addition of new customers who are at- 
tracted by the fruits of progressive in- 
ventory management: reliability of the 
source of supply in conjunction with 
factors of price and quality. Decisions 
with respect to the control of finished 
goods should generally be assigned to 
the merchandising group since these 
people are most familiar with custom- 
ers and market characteristics. 
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A major criterion in the valuation of 
an inventory and production planning 
system is the degree to which customer 
requirements are satisfied. Usually a 
company having a high degree of reli- 
ability in meeting shipping promises 
will also have a high profit within the 
industry. 

An inventory control system should 
not only be flexible but should also be 
explicitly and carefully designed. The 
task needs special analytical tools; in 
a complicated business it defies com- 
mon sense, intuition and simple arith- 
metic. Methods must be employed 
which take into consideration uncer- 
tainty and the response characteristics 
of the system and relate these factors 
to cost. Such methods are the distin- 
guishing characteristics of a modern, 
progressive control system. A consid- 
erable amount of research into sales 
and product characteristics is required 
and considerable effort can be saved 
with an abilitv to sense which of the 
many alternative approaches is likely 
to be fruitful. 

Some businessmen are prone to view 
inventories with distaste, as an appar- 
ently necessary drain on resources or 
as something that no one has been able 
to eliminate, but hardly a productive 
asset like a new machine or tool. Actu- 
ally, however, inventories are as pro- 
ductive of earnings as other types of 
capital investment; they serve as the 
lubrication and springing for a pro- 
duction-distribution system. A com- 
prehensive inventory control system 
should be closely coordinated with the 
other planning and control activities 
including sales forecasting, cash plan- 
ning, and capital budgeting, since it 
affects all of these in many ways. The 
specific steps and timing will vary 
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from one company to another depend- 
ing upon product and process require- 
ments, nevertheless the essentials of 
an inventory control system can be 
grouped into three broad categories: 
long-range inventory planning, short- 
range planning, and scheduling. 


Research and Development 


Planning is the key to administrative 
control. At the company level, it de- 
termines the amount of money that 
can be allocated to research. The re- 
search management distributes these 
budget dollars to fit the particular pro- 
gram. A cost-reporting system then 
provides management with the neces- 
sary information to analyze, control, 
and schedule research activities to the 
best future interests of the company. 

However, establishing a budget does 
not give the director of a research and 
development program a guide for the 
programming of efforts. Such guid- 
ance is invaluable for those who must 
make decisions, direct the orderly prog- 
ress of the development program, and 
intelligently plan and control the work 
of the department. Cost records and 
reports are the means whereby those 
responsible for the functioning of the 
research department can control the 
expenditures and determine the 
amount of funds available for subse- 
quent operations. Thus the financial 
and accounting executives assist in the 
direction of the research and develop- 
ment division towards the ultimate 
goal of all concerned: progress for the 
organization, growth, and additional 
profits. 


Production Processes 


Operations research will help the 
business executive of the future make 
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decisions more intelligently in various 
areas of control, but the decisions will 
always remain to be made. The possi- 
bility of removing all subjective and 
qualitative factors must be deemed at 
the present time to be more a hope 
than a real possibility. The construc- 
tion of completely consistent and log- 
ical goals, while a reasonable objective 
in decision making, may be unattain- 
able. Hence the balance of the respon- 
sibilities to society, consumers, owners, 
and employees is likely to remain the 
fundamental task of the executive. 

Operating efficiency is the result of 
continued satisfactory control over op- 
erations by the executive. It has been 
suggested that the relationship of op- 
erating profit to gross assets is the best 
measure of operating efficiency. Where 
control of cost cannot readily be meas- 
ured in terms of dollars, as in the case 
of broad investigative and research 
programs in manufacturing, engineer- 
ing, and sales, a project control system 
may be used. 

Nothing paralyzes action on the part 
of executives like excessive analysis 
of figures. A good general rule is to 
carry the analysis of breakeven only 
far enough to give direction and stim- 
ulus to effective action on the part of 
the executive concerned. Only a few 
charts should be used to enable the top 
administrative officials to maintain an 
adequate perspective of the enterprise 
as a whole and to direct and encourage 
effective action on the part of manag- 
ers in the lower echelons. As a matter 
of fact, almost anything an executive 
wants to know about the operating 
economics of the business enterprise 
can be learned through the use of 
breakeven point controls. 
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The learning curve has been a useful 
analytical tool in certain production 
process and administration problems. 
Basically, the theory of the learning 
curve is simple: a worker learns as he 
works, and the more often he repeats 
an operation, the more efficient he be- 
comes so that the direct labor input per 
unit of product tends to decline. About 
a decade ago it was realized that the 
rate of improvement is regular enough 
to be predictable. There is every indi- 
cation that the learning curve offers 
a practicable answer to the needs of 
thousands of manufacturing companies 
for reasonably accurate forecasts of 
direct labor requirements and produc- 
tivity, but it is still a relatively new 
device in a more or less experimental 
stage of development. 


Marketing Operations 


Within the sphere of marketing, the 
control function extends far beyond 
sales. It entails cooperation and coor- 
dination with other segments of the 
organization, specifically with the pro- 
duction and finance personnel. The 
marketing executive must explicitly 
consider the interrelationships which 
exist between the various functional 
areas of a business organization if the 
sales volume and dynamics for which 
he is responsible are to provide the 
orgal.ization with the optimum net in- 
come and the maximum growth poten- 
tial. Cost accounting, properly inter- 
preted, is essential to administrators 
for guidance in avoiding unprofitable 
sales and for proper orientation in the 
search for sales which will produce 
optimum profits. Such techniques as 
the allocation of fixed cost by territory 
should be avoided since the results are 
potentially unreliable and misleading. 
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Of course it must be recognized that 
marketing decisions based upon figures 
alone would be ill-advised. 


Personnel 


The control of quality is a most im- 
portant factor in the manufacture of 
physical products; similarly, quality 
control is important with respect to the 
human beings who are engaged in the 
various activities involved in the man- 
ufacturing process. A major factor 
which should be kept uppermost in 
mind by those engaged in any phase 
of personnel quality control as by those 
contemplating the initiation of any of 
the techniques of personnel control is 
that they are dealing with human be- 
ings rather than with machines or 
other inanimate objects. If a company 
whose top executive is human-rela- 
tions-oriented develops a competent 
staff of personnel technicians and ex- 
tends to them the authority commen- 
surate with their responsibility, the 
results in the form of improved quality 
of personnel should become evident in 
a relatively short time. 

The business firm needs a more ade- 
quate measure of organizational per- 
formance than is now available. Prog- 
ress in the social sciences now indicates 
these measurements are possible. Thus 
executives require such measures as 
will provide them with the data nec- 
essary to fill the current serious gap 
in the information which flows to them 
and their organization. 


EXECUTIVE ACTION 


The successful and efficient discov- 
ery, evaluation, and ranking of alterna- 
tive propositions, which is essential to 
good planning, requires a rather in- 
tensive use of staff functions and per- 
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sonnel. None of the “‘tools’”—such as 
may be found in the fields of account- 
ing, marketing, finance, economics, sta- 
tistics, mathematics, and engineering 
—should be arbitrarily rejected. 


Methods and Procedures 


The budgetary process oftentimes is 
used in overall planning as a coordinat- 
ing device. But even in the event that 
a budget is not prepared and formally 
adopted, a comprehensive planning of 
future action should utilize many if not 
all of the steps of the customary budg- 
etary process. Planning, of course, 
occurs at various levels of the organ- 
ization and varies considerably in 
importance as do the decisions which 
are expected to result from planning. 
Therefore it is necessary that time and 
resources devoted to a particular plan- 
ning effort should bear a reasonable 
relationship to the importance of the 
decision. 

The argument applies with equal 
force to the subsequent control of the 
selected plan. The many facets or di- 
mensions inherent in a comprehensive 
planning situation should be isolated, 
evaluated, and coordinated to the ex- 
tent that this is possible. Difficulty in 
deciding what order or ranking should 
be assigned various alternatives is al- 
ways encountered and it seems unlikely 
that it will ever be possible to achieve 
a completely objective, non-debatable 
solution to the problem. Yet an effica- 
cious approach to planning will go far 
in minimizing the problem of selection 
from among alternatives. 


Control and Accountants 


The accountant has a genuine contri- 
bution to executive action as a control 
function. Breakeven analysis brings 
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the accounting executive close to basic 
economic concepts inasmuch as the ob- 
jective of management—maximization 
of profits—is a salient factor in both 
accounting action and economic theory. 
Prior to any attempt at the construc- 
tion of breakeven charts, it is advisable 
to establish theoretical total revenue 
and total cost curves for the business 
enterprise in accordance with the ap- 
plicable economic principles. In doing 
so, the accountant must make clear the 
underlying assumptions and limita- 
tions of breakeven charts. 

Breakeven analysis will be found to 
be more useful in short-run planning 
than in long-run decision making, since 
the forecast of revenues and expenses 
tends to become more unreliable the 
longer the period covered in the pro- 
jection. Of greatest importance is the 
placing of emphasis in planning on the 
relative profitability of alternative 
courses of action rather than on the 
breakeven point. 

The next logical step based on the 
breakeven analyses is the development 
of a profit plan. One major advantage 
can be gained by the development and 
use of a profit plan. Given the exist- 
ence of such a plan, the future deci- 
sions concerning the addition of prod- 
ucts or facilities, or the making of 
expenditures, may be based upon the 
effect such courses of action will have 
on return on investment. Once the 
profit goal has been established, the 
most expeditious method of achieving 
it must be determined. This requires 
knowledge of product position in the 
market, long-run sales expectancy, and 
the price at which that sales volume 
can be realized. Thus, if the budget is 
realistic and consistent with the profit 
objective and if the operations are 


planned in advance each month so that 
expenses are limited to those justified 
by the volume of production, the enter- 
prise will be well on the way toward 
accomplishment of its profit objective. 
However, if the control system is to 
remain dynamic, it is of primary im- 
portance that the top administrative 
officers give full and enthusiastic sup- 
port and cooperation to the system. 

The decision making process in- 
volves action which must be taken in 
the future. Such action involves the 
evaluation of the factual data and qual- 
itative factors and the determination 
of their effect on the business or the 
particular problem. The accounting 
executive must continue to do a good 
and constantly improving job of in- 
ternal reporting and forecasting. The 
accountant can and should participate 
in the making of external as well as 
internal forecasts, for his experience 
in the internal economic operations of 
the enterprise can be most useful in 
the external forecast. If the account- 
ant assumes increasing responsibilities 
for the external forecasting of the firm, 
he will broaden the scope of his respon- 
sibilities and fulfill the natural impli- 
cations of his function on the manage- 
ment team. 


The Controller Concept 


Increasing evidence of the account- 
ant as a part of the internal manage- 
ment team can be found in the exten- 
sive growth of the controller concept. 
The major emphasis upon quantitative 
data, to be handled logically in the hon- 
est attempt to be impersonal and objec- 
tive in reports and analyses, is a pri- 
mary characteristic of the accounting 
mind. In this process the controller 
continues to call management’s atten- 
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tion to the consequences of daily activ- 
ities through the emphasis upon the 
long-run or ultimate effects of current 
activities. The controller then has the 
responsibility of using the accounting 
procedures as a means of following up 
and checking upon management deci- 
sions. One of the most valuable serv- 
ices the controller can perform for his 
fellow administrators is to help them 
put their plans into such form, and to 
match the actual performance against 
those plans on an independently im- 
personal physical or quantitative basis. 
This view of his function recognizes 
that the primary justification for the 
existence of managerial accounting in 
any form is the use that management 
can make of it. 

The area in which much has been 
done by the accounting executive is 
cost analysis. One helpful concept in 
analysis is marginal costing, which 
may be defined as an estimation of the 
amount, at any given volume of pro- 
duction or output, by which aggregate 
costs are changed if the volume of pro- 
duction or output is increased by one 
unit. The main feature of a marginal 
costing system is the separation of a 
business’s variable costs from its fixed 
costs, and the control of each type by 
varying methods so as to give maxi- 
mum efficiency and to reveal the effect 
upon profit of changes in output. The 
marginal costing also enables manage- 
ment to gain the maximum net income 
during any period by concentrating on 
the maximum contribution per unit of 
the cost element in short supply. 


An Increasingly Important Objective 


The distribution cost analysis phase 
of cost analysis has come into prom- 
inence because these costs have tended 
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to rise, and the achieving of greater 
distribution efficiency has become an 
increasingly important objective for 
more and more companies that are 
forward-looking. When a company suc- 
ceeds in increasing its distribution ef- 
ficiency, it is able to make more goods 
available to more people at lower prices. 
The performance of specific marketing 
activities, the determination of the 
costs and profits for various segments 
of the distribution system, and the 
analytical techniques used by the in- 
dividual business concern have become 
known as distribution cost analysis. 
Distribution cost analysis is used by 
executives as an aid in determining 
profitablé objectives for the enterprise, 
in settling policies and procedures of 
operation, and in measuring the profit- 
ability of operation in individual seg- 
ments of the firm. It is in the area of 
distribution cost analysis that market- 
ing and accounting executives should 
try to become more conversant with 
their mutual problems in developing 
and applying distribution cost figures. 
Business executives need more in- 
formation in a form they are able to 
understand. Cost accountants have de- 
veloped systems that provide manage- 
ment with some information, usually 
timely and useful, but frequently little 
understood by administrators. Direct 
costing, a new concept, is a step in the 
direction of making more understand- 
able cost analysis. The essential dif- 
ference between absorption costing and 
direct costing is that the first empha- 
sizes the distinction between produc- 
tion costs and all other costs whereas 
the second emphasizes the distinction 
between fixed costs and variable costs. 
It shows clearly and immediately, the 
cost-volume-profit relationship. 
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Security Price Forecasting 


Analysis of inventory/sales ratios can be 


a valuable tool to the prudent investor. 


Since the great depression of the 
1930’s and even for decades before, in- 
vestors have sought to find a magic 
indicator which would forecast changes 
in securities prices with some degree 
of precision. The long-term investor 
has been primarily concerned with ma- 
jor dips in the economic cycle which 
might indicate a general stock crash. 
Since he has been primarily concerned 
with dividends and long-run apprecia- 
tion, he has not normally been overly 
concerned about relatively minor fluc- 
tuations in security prices. He has 
followed the philosophy that what goes 
down will eventually come back up, 
and therefore has patiently waited 
things out. The speculator, on the 
other hand, has centered his attention 
around these minor fluctuations in the 
business cycle, since historically stock 
prices have fluctuated widely during 
the periods of recession and subse- 
quent recovery.! By carefully timed 


movements in and out of the market, 
the speculator has hoped to capitalize 
on the wide fluctuations of individual 
securities. He has been primarily in- 
terested in capital gains rather than 
dividend income. 

This article is concerned with the 
forecasting of short-run fluctuations in 
the business cycle and does not deal 
with the problem of predicting major 
depressions. Therefore it will be of 
primary interest to the speculator who 
is interested in moving in and out of 
the securities market for capital gains. 

Many plans, such as the Dow The- 
ory, have been devised to provide the 
speculator with an automatic indicator 
which will enable him to always buy 
low and sell high. None of these has 
provided the magic answer, nor is it 
the purpose of our study to imply that 
this Utopian situation has at last been 
reached. On the contrary, it is the 
opinion of the authors that there is no 
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EXHIBIT I 


COMPARISON OF TOTAL MANUFACTURERS’ INVENTORIES 
AND GROSS NATIONAL PRODUCT* 
U.S.A. — 1953-1960 
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crystal ball into which the prospective 
investor can gaze and clearly see the 
future unfold before his eyes. The 
economy is too complex and the com- 
ponents of gross national product 
(GNP) too closely interrelated to per- 
mit one factor to predominate and 
forecast the movement of the economy 
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as a whole. On the other hand, on the 
basis of our study we believe that busi- 
ness inventories are a very significant 
factor influencing fluctuations in the 
business cycle and that when consid- 
ered with other factors they can be a 
useful tool in forecasting certain move- 
ments in security prices. 
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THE SIGNIFICANT INDICATOR 


Naturally, one might wonder why 
we feel inventory movements are more 
significant than other indicators in 
forecasting fluctuations in security 
prices, for indeed, many have pointed 
to wholesale prices, residential con- 
struction contracts, unemployment, 
steel production, automobile output, 
and other factors as being the signifi- 
cant key to the future. 


A Self-generative Cycle 


Our reasons are twofold. First of 
all, an analysis of the postwar period 
has indicated that changes in business 
inventories have been a dominant fac- 
tor in both recessions and subsequent 
recoveries. Second, inventories have 
their own self-generative cycle. This 
is most significant, for while it is rec- 
ognized that all components of GNP 
are closely interrelated, it should nev- 
ertheless be noted that inventories 
maintain a cycle somewhat of their 
own. In each phase of this inventory 
cycle there exists an imbalance condi- 
tion. This imbalance generates the 
next phase which in turn has its own 
condition of imbalance. 

Imbalance implies a state of being 
out of equilibrium, or out of propor- 
tion. Inventories may be said to be in 
a condition of imbalance when reduc- 
tions during a given period of time are 
not equal to additions during the same 
period. In other words, inventories are 
only considered balanced when net in- 
ventory investment is zero. In the in- 
dustrial economy in which we live, we 
find that inventories seldom reach this 
balanced condition. Instead, business- 
men are constantly in the process of 
inventory build-up or liquidation as 


they pass through this cycle of imbal- 
.ance. To illustrate the self-generative 
nature of this process, the business 
cycle may be broken into six phases: 

Late Decline. The imbalance dur- 
ing the late decline phase is slowly de- 
clining sales and rapidly declining in- 
ventories. Unless some other factor 
can be found which will cause a fur- 
ther substantial reduction in sales, this 
imbalance condition must produce re- 
covery. 

Early Recovery. The imbalance is 
slowly rising sales and slowly declining 
inventories, the latter coming about 
because of involuntary inventory liq- 
uidation. As businessmen begin to get 
comfortable with inventories, they 
start ordering new stocks, thus gener- 
ating the next phase. 

Middle Recovery. The imbalance is 
rapidly rising sales and rapidly rising 
inventories. It is hard to see the im- 
balance in this phase; however, the 
significant point of imbalance is the 
fact that there is nothing to cause a 
further increase in the level of sales. 

Late Recovery. The imbalance is 
slowly rising sales and rapidly rising 
inventories. When inventories get high 
enough so that businessmen are again 
comfortable, they begin to cut orders, 
thereby causing a decline in spending 
for production and in turn, income and 
consumer spending. 

Early Decline. The imbalance is 
slowly declining sales and slowly rising 
inventories. During this phase there is 
some involuntary inventory accumula- 
tion causing a desire to further curb 
the production and purchasing of in- 
ventory, thereby initiating the next 
phase. 

Middle Decline. The imbalance is 
rapidly declining sales and rapidly de- 
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EXHIBIT II 
COMPARISON OF MANUFACTURERS’ INVENTORY/SALES RATIO AND 


DOW-JONES INDUSTRIAL AVERAGE 
U.S.A. — 1953-1960 
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clining inventories. There is nothing 
here to cause a further decline in sales 
and so the next stage is started and 
the cycle is completed.” 


Graphic Presentation 


As shown in Exhibit I, our study 
indicates that total manufacturers’ in- 
ventories lag the business cycle.* This 
would seem to invalidate our claim 
that business inventories may be useful 
in forecasting certain movements in 
security prices which themselves lead 
the business cycle. The factor which 
we feel is significant, however, is not 
manufacturers’ inventories alone, but 
rather their relationship to sales as 


reflected in the inventory/sales ratio.‘ 

In Exhibit II, we have plotted move- 
ments in the Dow-Jones Industrial 
Stock Average since the beginning of 
19538, together with changes in the in- 
ventory/sales ratio. The latter data 
have been plotted on the basis of a 
three-month lag: the inventory/sales 
ratio points plotted on the graph repre- 
sent the inventory/sales ratio for the 
quarter preceding that shown along 
the horizontal axis. This lag makes 
the graph more meaningful for two 
reasons. First of all, there is some lag 
required in getting the information 
necessary to plot the inventory/sales 
ratios. For example, the August issue 
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of the Survey of Current Business con- 
tains information only through the 
preceding June. Second, the speculator 
would likely wait at least a short period 
of time to make sure that any change 
in the ratio was a real turn and not 
merely a monthly fluctuation. Since 
our graph is plotted from quarterly 
data, we have assumed the total lag 
would approximate three months. 

It is interesting to note that each 
significant fluctuation in the stock 
market has been accompanied by an 
opposite fluctuation in the inventory/ 
sales ratio. This has even been true 
for relatively small fluctuations such 
as the recovery early in 1957 and the 
decline which followed in the middle 
of that same year. Note that the in- 
ventory/sales ratio turned up at ap- 
proximately the same time as the stock 
market turned down. 

From this graph, it would appear 
that when the inventory/sales ratio 
turns down, this is the investor’s green 
light to buy stocks. On the other hand, 
when the inventory/sales ratio turns 
up, this is the investor’s red light to 
sell stocks. Note that such action dur- 
ing the period of the graph would have 
resulted in the investor buying near 
the trough and selling near the peak. 
For example, the inventory/sales ratio 
turned down during February, 1954, 
at which time the Dow-Jones Indus- 
trial Stock Average was 292.5 The 
inventory/sales ratio turned up during 
August, 1955, at which time the Dow- 
Jones Industrial Stock Average was 
at 457, an increase of 165 points. In 
most cases the inventory/sales ratio 
did not indicate the precise turning 
point in the Dow-Jones Industrial 
Stock Average. Normally, however, it 
was close enough to the turning point 


to enable the investor to benefit from 
most of the rise and avoid any signifi- 
cant decline. This may be seen on the 
graph by noting the buy (B) and the 
sell (S) marks, which have been plotted 
on the Dow-Jones Industrial Stock 
Average from the turning points in- 
dicated by changes in the _ inven- 
tory/sales ratio. 

Certainly a word of caution is in 
order at this point. There are a num- 
ber of factors which make this graph 
somewhat misleading. In the first 
place, it should be mentioned that we 
are dealing here with historical data, 
and what has been true in the past will 
not necessarily follow in the future. 
Second, the graph presents averages, 
and individual stocks do not necessari- 
ly behave like the average. Finally, it 
should again be mentioned that while 
inventories have historically been a 
dominant factor effecting changes in 
GNP, all components are closely inter- 
related and, therefore, complete reli- 
ance should not be placed on any one 
factor. Note that during small fluctua- 
tions such as the one which occurred 
early in 1960, the practice of following 
the inventory /sales ratio may have re- 
sulted in poor timing. This seems to 
confirm our previous contention that 
no one indicator can be followed blind- 
ly without regard to other factors. 


CRUCIAL DECISIONS 


So far we have centered our discus- 
sion on the importance of timing to the 
speculator. Since the degree of fluctua- 
tion varies greatly among individual 
securities, the selection of the proper 
industry and firm are also crucial de- 
cisions. Let us turn for a moment to 
a discussion of these factors. 
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Choice of Industries 


Since we have already demonstrated 
that business inventories are an impor- 
tant factor influencing recessions and 
subsequent recoveries, it seems logical 
that the industries which produce these 
inventories would suffer most from the 
fluctuations in the cycle. Also, during 
periods of recession, a manufacturer 
of durable goods suffers because con- 
sumers tend to defer purchase of 
these goods until the recovery period 
is clearly in sight. For these reasons, 
and perhaps others as well, it would 
appear that the speculator could nor- 
mally expect wider movements in 
securities prices in durable goods in- 
dustries than might be found in the 
nondurable goods industries. Inasmuch 
as he is interested in capitalizing on 
fluctuations, the speculator will norm- 
ally pick the more volatile industries. 


Choice of Firms 


In regard to the selection of a firm, 
the speculator will consider certain fac- 
tors that go to make up strength and 
weakness, such as relative size and the 
record of earnings and dividends. It 
would appear desirable to concentrate 
on the weaker firms during the down- 
turn and on the stronger firms during 
the recovery. The theory is that since 
the weak firm will suffer most from a 
reduced market, the speculator can sell 
this stock short, ride it downward, and 
cover the short sale at a lower price. 
By the same type of reasoning, the 
speculator can buy the security of the 
strong firm at a depressed price, ride it 
upward, and sell out near the peak for 
a gain. 
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CASE STUDIES 


In order to illustrate how the inven- 
tory/sales ratio may have aided the 
speculator had he applied it to the 
period of our study, we have made 
three hypothetical case studies which 
are shown as Exhibits III through V. 
The industries were selected by the 
criterion previously described, that is, 
each manufactures durable goods. In 
our studies, the turning points indi- 
cated by changes in the direction of 
the inventory/sales ratio were followed 
automatically without regard to con- 
siderations involving judgment on the 
part of the speculator. 

It is conceded that we had the ad- 
vantage of some hindsight in making 
our selections; however, they were 
based primarily upon information 
which would have been available on 
the date coinciding with the beginning 
of our study.® In order to remove the 
criticism that we used hindsight, we 
“bought” and “sold” automatically at 
each turning point indicated on Ex- 
hibit II and used the same firms 
throughout the entire study. It should 
be noted that no decisions were made 
which would have required judgment 
on the part of the speculator. This 
does not mean that we recommend that 
the speculator lock himself in a dark 
room and blindly follow the inventory/ 
sales ratio. On the contrary, we feel 
that successful speculating is an art 
which requires the exercise of greatest 
skill and judgment. To our knowledge, 
there is no tool which can replace sound 
judgment. We strongly believe, how- 
ever, that the inventory/sales ratio 
can be used as a tool in making sound 
investment decisions. 

The need for judgment is clearly 
pointed out in Exhibit III. On August 
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: EXHIBIT Ill 
CASE STUDY 1— AUTOMOBILE INDUSTRY 



































Type of No. of | Net Cost | Gain Total 
Security Transaction Date! Price?| Shares or (Loss) | Invest- 
Proceeds? ment 
Qos OSC) a ee Serre eres meagre! omereererl caterer er| Crete. $10,000 
Studebaker Corp......... Short Sale.| Feb. 16, 1953 | 411% FAT GG IS i. a ccccehwesvexes 
Studebaker Corp......... Cover..... Feb. 15, 1954 | 1934 240 4,811 |$ 4,975 | 14,975 
General Motors Corp. ....| Buy...... Feb. 15, 1954 | 621% 230 TRAE oc cccndiewaswnes 
General Motors Corp. ....} Sell....... Aug. 15, 1955 |12754 230 29,259 | 14,833 29,808 
Studebaker-Packard Corp.| Short Sale.| Aug. 15, 1955 | 9% | 3,050 FO OOW bik cidcccbewcceses 
Studebaker-Packard Corp.} Cover..... Feb. 18, 1957 € 3,050 21,783 7,811 37,619 
General Motors Corp. ....}| Buy...... Feb. 18, 1957 | 401% 900 NEE Tec ccana tle cnwewas 
General Motors Corp. ....| Sell....... May 18, 1957 | 43834 900 39,140 | 2,809 | 40,428 
Studebaker-Packard Corp. | Short Sale.| May 13, 1957 | 714 | 5,600 A | ee, Seer ee 
Studebaker-Packard Corp. | Cover..... May 19, 1958 4le 5,600 23,723 | 16,079 56,507 
General Motors Corp.....| Buy...... May 19, 1958 | 375% 1,480 (CD loll ECE COTE 
General Motors Corp.....]} Sell....... Aug. 17, 1959 | 55 1,480 80,763 | 24,507 | 81,014 
Studebaker-Packard Corp. | Short Sale.| Aug. 17, 1959 | 113g 7,000 (63. || OER eee 
Studebaker-Packard Corp.| Cover..... Feb. 15, 1960 | 17% | 7,000 | 126,866 |(48,527)| 32,487 
General Motors Corp.....}| Buy...... Feb. 15, 1960 | 465% 670 lb | Seen Remere re 
General Motors Corp.....} Sell....... May 16, 1960 | 4454 670 29,634 |( 1,944)| 30,543 
Studebaker-Packard Corp. | Short Sale.| May 16, 1960 | 114% | 2,730 Pt |) dl ee ocr 
Studebaker-Packard Corp. | Cover.....| Jan. 16,1961 | 73 | 2,730 ZO;5de | Dida baw on cane 
Total Value of Speculator’s Investment... ........ {2.0.0 0)o ccc cele ee eee eee epee ee ee ee 39,880 
CompaRIsON WITH 
Lonc-TErm INVESTOR 

General Motors Corp.....} Buy...... Feb. 16, 1953 | 6634 145 ti | eee 
General Motors Corp.....| Sell#...... Jan. 16, 1961 | 423¢ 435 18,239 Site tevas ccna 
Total Value of Long-Term Investor’s Investment..|......|........ [0.000000 elec ee eees 18,318 
EXTRA GAIN THROUGH SPECULATION .|......)........).. 0. 0c cc cule eee eee 21,562 

1 Since our buy and sell points were read from Exhibit II which is plotted from quarterly data, we have taken the mid-point 

of the quarter in which the turn came. The dates indicated are the ‘oie the week which is closest to the middle of the quarter. 


2 Prices shown are the last sale of the date indicated as reported in Barron's National Business and Financial Weekly. 

3 Net cost and proceeds figures reflect cost or proceeds after giving consideration to New York Stock Exchange Commissions 
and odd-lot differential, when applicable. In the case of a purchase, the commissions have been added to the cost and in the case 
of a sale, they have been deducted from the procecds. 

4 The number of shares increased from 145 to 435 as the result of a three-for-one split on September 30, 1955. 





17, 1959, we sold Studebaker-Packard 
short, at a loss of $48,527. It would 
appear that the informed speculator 
would not have sold Studebaker-Pack- 
ard short at that time, during the 
brightest period of the firm’s history. 


In the fall of 1958, the company intro- 
duced the Lark and by August 17, 1959 
(the date of our short sale), the com- 
pany was reporting sales increases of 
226 percent over the previous year.” It 
seems that undertaking a short sale in 
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EXHIBIT IV 
CASE STUDY 2— AGRICULTURAL MACHINERY 























Type of No. of | Net Cost | Gain Total 
Security Transaction Date! Price? | Shares or (Loss) | Invest- 
Proceeds ment 
ee OL ee |e, ee nen re mes PEE e. A RPEMEGEN’ Semmrmnr © erates: $10,150 
Minneapolis-Moline Co....| Short Sale.]| Feb. 16, 1953 | 17 BOO) SIO NGO oso ocles scenes 
Minneapolis-Moline Co....} Cover.....| Feb. 15, 1954 | 105 590 6,379 |$ 3,771 | 13,921 
Minneapolis-Moline Co....} Buy......| Feb. 15, 1954 | 1054] 1,280 DS OC oe <0 oc peels ococeeuree 
Minneapolis-Moline Co....| Sell....... Aug. 15, 1955 | 2044 | 1,280 25,879 | 12,214 | 26,135 
Minneapolis-Moline Co....| Short Sale.| Aug. 15, 1955 | 2014 1,280 DOE ON ie a-clecsua talon sutnes 
Minneapolis-Moline Co....| Cover.....} Feb. 18, 1957 | 15 1,280 19,491 6,388 | 32,523 
Minneapolis-Moline Co....| Buy...... Feb. 18, 1957 | 15 2,100 1) C240) PPR [SCR OR Rore 
Minneapolis-Moline Co....| Sell....... May 13, 1957 | 161% 2,100 34,157 2,195 34,718 
Minneapolis-Moline Co....| Short Sale.| May 18, 1957 | 1644 | 2,100 Say S/d | Sere es, | ae eee 
Minneapolis-Moline Co....| Cover..... May 19, 1958 | 1034 | 2,100 22,948 | 11,209 | 45,927 
Minneapolis-Moline Co....}| Buy...... May 19, 1958 | 1034 | 4,200 | TIE, Cee eRe 
Minneapolis-Moline Co....| Sell....... Aug. 17, 1959 | 27% | 4,200 115,610 | 69,714 | 115,641 
Minneapolis-Moline Co....} Short Sale.| Aug. 17, 1959 | 27% 4,200 PE ONO: Fores dence cbeiem 5.0 ces 
Minneapolis-Moline Co....| Cover..... Feb. 15, 1960 | 2234 | 4,200 96,800 | 18,810 | 134,451 
Minneapolis-Moline Co....| Buy......| Feb. 15, 1960 | 2234 | 5,800} 133,676 |........]........ 
Minneapolis-Moline Co....} Sell....... May 16, 1960 | 18 5,800 102,950 |(80,726)} 103,725 
Minneapolis-Moline Co....| Short Sale.| May 16, 1960 | 18 SPSO0) | TOD S950! [iin ovsascedbs ese se 
Minneapolis-Moline Co....| Cover.....| Jan. 16, 1961 | 203g | 5,800] 119,763 |(16,813)]........ 
Total Value of Speculator’s Investment... ........[......fo.. cece cfec cee cee ecfececeees 86,912 
CompPaRIsON WITH 
Lonc-TERM INVESTOR 

Minneapolis-Moline Co....| Buy...... Feb. 16, 1953 | 17 580 NO QOD wise cies leis 's o's 0 8 
Minneapolis-Moline Co....| Sell....... Jan. 16, 1961 | 203¢ 580 11,645 | 1,686 ]........ 
Total Value of Long-Term Investor’s Investment..}......)........[.... 00000 cfececeees 11,636 

EXTRA GAIN THROUGH SPECULATION .|......[....... occ cc cece cfece ences 75,276 




















1 See Exhibit III, footnotes. 
2 See Exhibit III, footnotes. | 
3 See Exhibit III, footnotes. | 


view of these circumstances would not _ firm was sold short at each sell point 
be exercising sound judgment. and the proceeds generated were im- 
mediately invested in the strong firm 
and held until the next sell point. This 

The three studies differ in the fol- process was continued until the in- 
lowing respects. In the first case, the vestment was liquidated at the con- 
automobile industry, both a weak and _ clusion of our study on January 16, 
a strong firm were selected. The weak 1961. Although this date is not shown 


Different Techniques 
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EXHIBIT V 
CASE STUDY 3— STEEL INDUSTRY 
Type of No. of | Net Cost | Gain Total 
Security Transaction Date! Price?| Shares or (Loss) | Invest- 
Proceeds® ment 
aA VC | en ee Seen ereets| Sean ee meee Ami errda te nee. $10,007 
United States Steel Corp..| Buy...... Feb. 15, 1954 | 4034 243 | $10,007 j........ $10 ,007 
United States Steel Corp..} Sellf...... Aug. 15, 1955 | 524% 486 25,114 |$15,107 25,114 
United States Steel Corp..| Buy...... Feb. 15, 1957 | 611% 404 SONNE ccccceesbwetens: 
United States Steel Corp..} Sell....... May 13, 1957 | 64% 404 25,990 926 | 26,040 
United States Steel Corp..}] Buy...... May 19, 19458 | 6034 425 yo) 3) Seep ere 
United States Steel Corp..| Sell....... Aug. 17, 1959 |1001% 425 42,477 | 16,489 | 42,479 
United States Steel Corp..}| Buy...... Feb. 16, 1960 | 8514 494 0 LY | CE 
United States Steel Corp..| Sell....... May 16, 1960 | 7914 494 39,041 | (3,481)]........ 
Total Value of Speculator’s Investment...........)..... 0)... 0.00 fe cece eee fee e neces 39,048 
Comparison WITH 
Lonc-TErm INVESTOR 

United States Steel Corp..| Buy...... Feb. 15, 1954 | 4034 243 TGRGGE Bi veessalec osee: 
United States Steel Corp..| Sell4...... May 16, 1960 | 791% 486 38,405 | 28,398 }........ 
Total Value of Long-Term Investor’s Investment. .|......)....... 0,00... 0000 c)eueeeeee 38,405 
EXTRA GAIN THROUGH SPECULATION ||......)........).......0.cleccceeee 643 




















1See Exhibit IIi, footnotes. 
2 See Exhibit III, footnotes. 
8 See Exhibit III, footnotes. 


‘The number of shares increased from 243 to 486 as the result of a two-for-one stock split on April 15, 1955. 


on Exhibit II as a sell point, it was 
necessary to liquidate all investments 
as of this date in order to make final 
comparisons between the relative posi- 
tions of the speculator and the long- 
term investor. 

In the second case, the agricultural 
machinery industry, we also used the 
short sale; however, in this instance 
we selected only one firm. Shares of 
Minneapolis-Moline were bought on the 
same date that the short sale in the 
same security was covered. This firm 
was selected because of fluctuations 
noted in earnings during the 1947-1952 
period. 

In the last case, the steel industry, 
we selected only one firm and did not 


use the short-sale technique as we did 
in the other two industries. Shares of 
United States Steel were bought at the 
buy point and the entire investment 
liquidated at the next sell point. The 
proceeds were held without any invest- 
ment until the following buy point 
when they were reinvested in the same 
security. The process was repeated un- 
til our investment was liquidated for 
the last time, on May 16, 1960. In this 
case we assumed the funds were idle 
between each sell point and the suc- 
ceeding buy point. 


The Results 


At the bottom of each of our studies 
we have shown how the long-term in- 
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vestor would have done had he bought 
the stock of the strong firm at the 
beginning of the study and sold it at 
the end of the study. The capital gain 
of the long-term investor is then com- 
pared with the gains of the speculator 
and the extra gain through speculation 
shown. In the last case, that of U. S. 
Steel, it will be noted that the long- 
term investment dates of original in- 
vestment and liquidation coincide with 
those of the speculator and not with 
those of the entire study. Use of the 
dates applicable to the entire study for 
the long- term investor would have had 
substantially the same results, how- 
ever, as market prices at the beginning 
and liquidation dates were not radi- 
cally different: 4014 to 4034, and 803% 
to 7914 respectively. For the sake of 
comparison, the same dates were used 
for both types of investors. 

We have ignored the effect of divi- 
dends on both types of investor since 
it appears that the income from divi- 
dends would be approximately the 
same for both the long-term investor 
and the speculator. The long-term in- 
vestor would continue to earn divi- 
dends when the speculator was short; 
however, when the speculator was long 
he would hold more shares than the 
long-term investor because of plowed 
back capital gains and therefore would 
receive more dividends during these 
periods. Since the effect of taxes would 
vary greatly depending on the individ- 
ual’s tax bracket, we have ignored the 
effect of the Federal Income Tax. 


CONCLUSIONS 


All economic indicators are interre- 
lated and therefore no one indicator 
holds the key to the future; however, 
recent history suggests that invente- 


Spring 


ries have been a dominant factor influ- 
encing fluctuations in the business 
cycle. Also, inventories have their own 
self-generative cycle which is some- 
what independent of other factors. 

Total manufacturers’ inventories 
tend to lag the business cycle and 
therefore are not in themselves useful 
as a forecasting tool; on the other 
hand, the inventory/sales ratio tends 
to move in the opposite direction and 
appears to lead the business cycle or 
to coincide with it. An upturn of the 
inventory/sales ratio has frequently 
signaled a decline in security prices 
while a downturn of the inventory/ 
sales ratio has often signaled a rise in 
security prices. 

Our case studies indicate that sub- 
stantial gains would have accrued to 
the speculator had he used the inven- 
tory/sales ratio as a signal during the 
period of our study. These gains ex- 
ceed those that would have been expe- 
rienced by the long-term investor in all 
cases, ranging from only a slight dif- 
ference in the steel industry to one 
almost eight times as great in the agri- 
cultural machinery industry. Although 
we followed the inventory/sales ratio 
automatically without regard to other 
information that may have been avail- 
able to the speculator, we do not rec- 
ommend this practice. This was done 
in an attempt to isolate the value of 
the inventory/sales ratio as an invest- 
ment tool. 

The usefulness of the inventory/ 
sales ratio as a forecasting device is 
limited by a number of factors, the 
most significant of which is the appli- 
cation of averages to specific securities 
and the time lag required in obtaining 
the necessary data for computations. 
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Nevertheless, it appears that the prop- 
er analysis of the inventory/sales ratio 
may prove to be a valuable tool to the 
investor. It is not claimed that this de- 
vice represents a panacea, for in the 
final analysis the authors must agree 
with Kenneth Hanger, a hard-working 


young private investor, who wrote re- 
cently: 


It still is true, isn’t it, that when you and I, 
or others, are interested in a company, we in- 
vestigate it, compare it, analyze it, check it, 
think about it, and in general bring all our 
mental faculties to bear upon it, and then — 
if and when we invest — we hope.® 





1. While correlation studies indicate that 
stock prices and gross national product move 
in the same direction, they generally show 
that stock prices tend to lead the business 
cycle. 


2. The authors are indebted to Professor 
Douglas N. Thompson of the University of 
Utah for these six phases. 


38. The National Bureau of Economic Re- 
search in its study of business indicators also 
listed manufacturers’ inventories as a lag 
indicator. 


4. The inventory/sales ratio is computed 
by dividing the total dollar value of manu- 
facturers’ inventories at the end of the month 
by total manufacturers’ sales during the 
same month. 


5. Actually, the turns in the inventory/sales 
ratio occurred three months earlier, but as 
noted previously the turn would not be 
known until some months later. 

6. We attempted to locate stock valuations 
(such as Value Line or Standard and Poor’s 
Stock Guide) which would have been avail- 


able to the speculator at each of our turning 
points but were unable to do so except for the 
most recent transactions. Therefore, our 
initial selections were based upon sales and 
profit data for the period 1947-1952 as found 
in Moody’s Industrial Manual. As pointed 
out previously, this same information would 
have been available to the speculator in 1953 
when the case studies begin. 


7. Automotive News reported this 226 per- 
cent sales increase for Studebaker-Packard 
Company for the first six months of 1959 
over the first six months of 1958 in the 
August 17, 1959 issue. Actual units sold 
were 68,421 for the first half of 1959 com- 
pared to 20,974 for a similar period in 1958. 
Monthly sales increases were also reported 
in the Wall Street Journal at the beginning 
of each month. All of this information would 
have been available to the speculator on Au- 
gust 17, 1959, and would seem to indicate a 
poor time to sell Studebaker-Packard short. 

8. Quoted by Nicholas Molodovsky, “Valua- 
tion of Common Stocks,” The Analysts Jour- 
nal, February, 1959. 





I hold every man a debtor to his profession; from which as men of course do 
seek to receive countenance and profit, so ought they of duty to endeavour them- 
selves by way of amends to be a help and ornament thereunto. 


Francis Bacon. 
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The Promise of 


Nigeria’s Independence 


A Nigerian’s evaluation of the problems 


facing his newly independent nation 





Nigeria, a former British protector- 
ate in West Africa, with an approxi- 
mate population of 35 million and an 
area of over 300,000 square miles (four 
times the size of the United Kingdom) 
became independent on October 1, 
1960. Through several and prolonged 
constitutional conferences in London, 
Nigerian leaders have assumed respon- 
sibility on behalf of the people for 
working out a federal constitution in 
place of the former unitary govern- 
ment. The essence of a federal system 
is the division of governmental power 
between a central overall government 
and its constituent parts. This device 
appears to be exceedingly well adapted 
to conditions in Nigeria, where differ- 
ent cultures, languages, religions and 
traditions insist on maintaining their 
own identities, and where each regional 
division wishes, in such a vast country, 
to insure for itself a strong element 
of local autonomy. 


Local self-government, through the 
old Native Administrative and Pro- 
vincial units, had existed in Nigeria 
when it was being governed by the 
British. This experience showed that 
delegated power in local administra- 
tion had for a long time undermined 
the initiative and progress of the more 
virile local units which had to sacri- 
fice their greater aptitude and capacity 
for progress in order to keep in line 
with the crawling ones. 

But there is an inherent danger in 
the Nigerian federal system, compared 
with the type of federal system found 
in the United States. The Nigerian 
political parties have been, by and 
large, organized on tribal bases, and 
no one of the three main parties can 
claim nation-wide coverage. In the 
United States, the two major political 
parties soar above the state level, and 
claim followers from all over the na- 
tion: This makes the composition of 
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each party heterogeneous in the sense 
of its membership from all the states 
and salutary to the good combination 
of political ideals. By its composition, 
a similar political party in Nigeria has 
a circumscribed area of acceptance, 
and hence of political activity. The 
result is that the Action Group Party 
in the Western Region, which draws 
its followers from the more educated 
Westerners, produces the most prog- 
ressive regional government. The 
backward North with the Northern 
People’s Congress, whose membership 
is primarily based on adherence to Is- 
lamic doctrine, has the largest follow- 
ing numerically; yet it is composed of 
a mixed bag of Moslem die-hards and 
a handful of secondary school gradu- 
ates. The National Council of Nigeria 
and the Cameroons, led by Dr. Nramid 
Azikwe, a United States trained jour- 
nalist and economist, is almost exclu- 
sively lauded by the Easterners, to- 
gether with a few Yoruba Western- 
ers whom the predominantly Yoruba 
Westerners would describe as_ the 
“lost sheep of Israel.” 

It is reasonable to assume that, polit- 
ical parties being constituted as they 
are in Nigeria, being called upon to 
work together at the federal level for 
the commonweal can cause very em- 
barrassing situations. People with dif- 
ferent levels of education, standards 
of living, ideals and ambitions, are 
very difficult to bring together, espe- 
cially under the camouflage of a federa- 
tion for a common goal. The com- 
plexity of the problem of the hetero- 
geneity of tribal ideals and cultures 
has been responsible for the wasteful, 
misdirected public programs and pub- 
lic expenditure under the old masters. 
For over a hundred years the old mas- 


ters vigorously attempted to make in- 
compatibles work together, and now at 
last have left us to govern ourselves, 
with perhaps more acute problems of 
government consolidation than the nec- 
essity of moving forward to expand 
our economy. Right now, at the begin- 
ning of our independence and national 
sovereignty, we can claim to have in- 
herited both bad and good from the 
British colonial administration: the 
bad part in the sense of traditional 
rigidity in economic and fiscal policies, 
and the good part in what may prove 
a heritage of the British ideals of par- 
liamentary democracy, law and order. 


In order to arrive at my objective, 
I shall subdivide the rest of this paper 
into five parts: 


e A cursory examination of the 
country’s diversity, of tribal and 
ethnic groupings and the role 
which each group plays in the na- 
tional economy. 


e A brief outline of the British ad- 
ministration, in terms of methods 
and sources of revenue, its alloca- 
tion, and politico-economic ramifi- 
cations. 


e The new outlook in revenue 
sources, government spending, and 
economic policy as the Nigerians 
take over full responsibility of 
their nation’s destiny. 


e The transitional period from de- 
pendency to independence, and 
proposals for better and more full 
utilization of national resources in 
order to achieve maximum nation- 
al welfare. 


e General observations in economic 
policy and political design with 
respect to development. 
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LAND OF DIVERSITY 


Nigeria claims to be the largest (in 
population) country in Africa. The 
population is estimated to be over 35 
million, with fewer than 25,000 white 
men who are scattered over the coun- 
try in various capacities as business- 
men, expatriate civil servants, mission- 
aries and foreign agents. In area, Ni- 
geria is about 300,000 square miles, 
with a population density of 55 percent 
in the Moslem North, 25 percent in the 
Kast, 15 percent in the West, and 
roughly 5 percent in the Federal Terri- 
tory of Lagos. The country is pre- 
dominantly agricultural. 

The North produces peanuts, shea 
butter, and ginger, and has several 
mineral deposits, such as tin and man- 
ganese, on the plateau. Livestock farm- 
ing is another source of income for the 
North, which supplies cows for the 
whole country. There are opportu- 
nities for fishing on the Benue and 
Niger rivers, but the development of 
this resource is alarmingly neglected. 

Eastern Nigeria has poor soil for 
farm products. Its main source of 
economy consists of the cultivation of 
cassava, rice and dyeing products, all 
of these being consumed locally except 
the last one. The Eastern region is 
reputed for its wood carving and 
ornamental and decorative designs, its 
metal works, and its large fishing un- 
dertakings from the big rivers which 
are abundant in the East. There are 
coal deposits in Enugu (the adminis- 
trative capital of the region), and 
some cement resources at Nkalagu. 
The contribution of coal, as a source 
of power, to the East’s income has 
considerably declined, and the gradual 
laying off of coal miners has increased 
the unemployment level in the East. 
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The East has better advantages than 
any other region in the tapping of its 
numerous swift-running rivers for 
power; the Easterners are therefore, 
more than other Nigerians, accustomed 
to aquatic jobs. 

The Western region’s source of econ- 
omy is in vegetable products. By 
virtue of its situation off the Atlantic 
coast, it is rich in various types of 
economically valuable trees—mahog- 
any, iroko, sisal hemp, palm and cocoa. 
Recently some iron ore and gold de- 
posits have been found around Abeo- 
kuta. The Westerners, predominantly 
Yorubas, are vigorous traders, and 
they are scattered over the whole 
country for purposes of retail trading. 
It is estimated that the Western region 
has the largest volume of retail trade 
in the country. 


BRITISH ADMINISTRATION 


It was in 1914 that the country 
known as Nigeria (Niger Area) came 
into existence. That year is popularly 
known in our history as the Amalga- 
mation year. The British took over, 
with all the possible and obvious dif- 
ficulties, in administering the country. 
Under British rule, each region re- 
tained its identity for purposes of cul- 
ture and tradition only. Financial and 
economic administration was vested in 
the Governor-in-Council which had the 
old-time Legislative Council! to advise 
it as to centrally collected revenue, 
levying of taxes, and methods of their 
allocation. Perhaps the only intelligi- 
ble method of raising revenue known 
to a mass of people, tax-illiterate and 
unaccustomed to this new “imposed” 
centralized government, was the poll 
tax, which had to be adapted to the 
basic local tributes paid to local chiefs 
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and tribal heads. Although modern 
methods of revenue raising evolved 
with time, then, the administration 
being complex and involved, all that 
was raised was consumed by the dif- 
ferent layers of provincial units. The 
British later devised a means of ob- 
taining constant and regular financial 
aid under what was generally known 
as the Colonial Development and Wel- 
fare Acts. Recent acts of 1945, 1950, 
1955 and 1959 made available for all 
the British colonies and protectorates 
£315 million sterling for the period 
1946-64. But one can imagine what 
a lean share was Nigeria’s. Mean- 
while, personal income tax, import 
duties, excise taxes, fees, fines and 
loans made substantial contribution to 
the revenue. But the history of per- 
sonal income tax in Nigeria is not a 
satisfactory one. It was resisted vigor- 
ously because most of the proceeds 
actually came from the West and East 
while less than 2 percent came from 
the North, which is by far the largest 
region in both population and area 
and whose inhabitants are spread over 
pretty nomadic jobs of tending cattle, 
their sources of income not lending 
themselves to assessment. This was 
one of the beginnings of separation of 
administration. The problem of cen- 
tral allocation of revenues based prin- 
cipally on needs and not derivation 
intensified the rise of tribalism under 
the guise of nationalism. 

The result of this confused situation 
was that one region or another had to 
stagnate in terms of needs for develop- 
ment, in order to wait for the crawling 
North. Public expenditure was lean in 
all respects and sometimes ill-directed, 
going into the pockets of the British 
administrators. At the conclusion of 


direct British rule in Nigeria, the 
whole country could boast of less than 
900 miles of railroad, about 1,500 miles 
of highway (certainly not acceptable 
under American standards), 50 hos- 
pitals and maternity homes, fewer 
than one million children in schools, a 
university college with only 1,200 stu- 
dents, and three institutes of science 
and technology. There had been no 
single effort in the direction of slum 
clearance, nor any form of industriali- 
zation. Foreign investment was insig- 
nificant, and where it did exist, was 
subject to serving British middlemen. 
Most of the public expenditure was 
vested in what was known as the Pub- 
lic Works Department (manned by 
expatriates!), which earned the ig- 
noble appellation of ‘Public Waste De- 
partment.” In the whole country there 
were fewer than 2,000 telephone in- 
stallations, and in many cases, con- 
sumption was by the rich. Pipeborne 
water was a luxury, and electrification 
was the privilege of those areas usually 
inhabited by white expatriate officers 
—Lagos, Kaduna, Enugu, and Ibadan. 
In fact Ibadan, the biggest native city 
in Africa, with a population of over 
500,000, had the first public street 
lights—in 1942. In the midst of this 
gloom and the dirty smoky hovels of 
the natives the British administrative 
officials revelled in luxurious homes. 
“For obvious reasons, British rule has 
been resented by the Nigerian na- 
tionalists and agitation for its termina- 
tion has been vigorous and sustained. 
However it is my opinion that on 
balance, British may be justly proud 
of its record in Nigeria.”* The British 
administration was a hotchpotch of 
spoonfeeding, and it failed to meet the 
entire nation’s objectives by repress- 
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ing the people’s political articulation 
and being administratively burden- 
some to the poor natives. 


A NEW ERA 


Now the die is cast. We are called 
upon to assume the responsibility of 
government of our country. It was one 
thing to criticize the British adminis- 
tration and its economic and financial 
policies in the past, but it is quite a 
different thing to redeem our loss when 
the mantle of government is cast upon 
us. Politically speaking, it may be un- 
justifiable for one nation to impose 
herself on another, but it is debatable 
too whether a nation, like an individ- 
ual, may be better cared for through 
an imposed foreign government rather 
than through its own national govern- 
ment when that national government 
is fraught with tribal disintegration 
and is blind with respect to what con- 
stitutes the commonweal. To what 
extent this is true on the Nigerian 
scene will depend on the direction of 
our overall national economic develop- 
ment. Let us look at the directions in 
which the national government is ful- 
filling its obligations to the Nigerian 
citizens. 


Sources of Revenue 


The actual federal system of govern- 
ment began in 1954, when each of the 
regional governments obtained auton- 
omy. The consequence was that the 
regional and federal governments had 
to raise revenue from the same base, 
so far as personal income tax is con- 
cerned. The federal government, how- 
ever, retained the hegemony in collect- 
ing revenues accruing from all foreign 
or external trade—export and import 
duties and harbor levies. By 1956, the 
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burden of double personal income tax 
caused some local risings which com- 
pelled the regional governments to seek 
legislation limiting the federal govern- 
ment to levy personal income tax on 
residents in the federal territories 
alone. The last Constitutional Con- 
ference in London in September, 1959 
resolved the problem of tax jurisdic- 
tion. The federal government cannot 
tax income in any region other than 
Lagos, the Federal Territory ; but each 
region is now obliged to return a 
certain percentage of its collected per- 
sonal income tax proceeds to the fed- 
eral treasury. It is not yet possible to 
assess how effectively this will work, 
as it was just put into operation in 
the 1959-60 assessment. The National 
Economic Planning Committee is at 
present working on a more permanent 
coordinating device. At present, then, 
personal income tax is levied by the 
regional governments within their ju- 
risdiction. 

Interregional trade exchange is tax- 
exempt, but there has arisen a keen 
competition between the regions with 
respect to rates of personal income 
tax, and this has led to the migration of 
a large number of regional residents 
into the Federal Territory, which at 
present levies the lowest rate. This 
rate is, however, more than compen- 
sated for by the large revenue accruing 
from other sources of tax which the 
regions cannot match. The Western 
region it is alleged, charges the highest 
rate at present. Tax money from trees 
of economic value, like that from tim- 
ber felling, is retained by the regional 
governments. The local governments 
derive their revenue mainly from mar- 
ket levies on retailers of petty mer- 
chandise, vehicle licenses, local court 
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fines, and property tax levied by mu- 
nicipalities or local counties where 
there is reasonable permanent prop- 
erty, and from regional government 
grants. The Northern regional gov- 
ernment does not encourage local prop- 
erty tax. 

Perhaps the tax which provides the 
greatest amount of revenue is the old 
poll tax. It is being extensively used 
by the local governments. Although 
the poll tax may not be a modern meth- 
od of raising revenue, this method is 
still retained by most African states. 
In a predominantly peasant economy 
where about 25 percent of the people 
engage in paid jobs whose incomes can 
be reasonably assessed, the only way 
to spread the cost of a democratic gov- 
ernment to reach everyone according 
to his ability to pay seems to be the 
poll tax. Every taxable citizen pays 
this tax and to those who have direct 
incomes which are subject to direct 
personal income tax it constitutes dou- 
ble compliance. The rate ranges from a 
minimum of $10 per person to about 
114 percent (flat) on assessable per- 
sonal income. For very many years 
back, the payment of poll tax was one 
of the qualifications for voting power 
of an individual. This is still the case 
in the Northern region, where women 
have not yet gained political franchise. 

In 1958, the Western regional gov- 
ernment started a public lottery, which 
has brought large sums of money into 
the regional government coffers. The 
proceeds are, by and large, being de- 
voted to slum clearance, rural electrifi- 
cation, pipe-borne water supplies and 
development of local agriculture. Much 
success has attended some of these 
endeavors; the only failing was per- 
haps with the Pioneer Oil scheme 


(which was engaged in getting oil from 
living palm trees) when the region suf- 
fered considerable loss of money be- 
cause of the indiscriminate felling of 
the trees by local citizens for purposes 
of tapping the wine. It should be noted 
here that the Western regional govern- 
ment was the first to initiate slum 
clearance and urbanization programs. 
This may perhaps explain its highest 
rate of taxation on some bases. 


Expenditure 


Expenditure programs vary from 
region to region. The West, which 
levies a general capitation and educa- 
tion tax of between $1.50 and $7.00 
per capita, by 1958 standards spends 
over 45 per cent of its revenue on edu- 
cation. The West has the most ex- 
tensive educational scheme both at the 
elementary and secondary levels. Con- 
vinced that the key to progress in all 
fields lies in education and health, the 
Western regional government was the 
first in Africa to introduce free univer- 
sal primary education and inaugurate 
free medical treatment for those under 
18. Since 1955, when free primary 
education was launched and parallel 
measures were taken to improve sec- 
ondary and technical education, the 
school population has more than tri- 
pled to over 1,200,000. Futhermore, 
over three-fifths of the Nigerian stu- 
dents taking advanced courses over- 
seas come from the West. In the field 
of social services, housing, communi- 
cations, transportation, power and wa- 
ter, the Western regional government 
leads the federal government itself. 
The West was the first to inaugurate 
cheap housing projects under the 
Western Region Housing Corporation. 
A government television corporation 
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was begun (the first in Africa) in 
early 1959. 

Compared with the West regional 
government’s expenditure programs, 
the federal government’s expenditure 
on education is disappointing. The only 
university that existed up to 1959 for 
the 35 million people of Nigeria has an 
enrollment of only about 1,200 stu- 
dents. There is certainly no limitation 
to land acquisition, but the limitation 
to expansion is the human weakness, 
political lethargy, and unbalanced con- 
stitutional setup of the federal govern- 
ment. On defense and internal secur- 
ity, the direction of appropriations is 
appalling. Nigeria, as it assumes re- 
sponsibility for its own defense, can 
boast of a force of approximately 300 
officers, and 7,000 other men who can- 
not even operate a machine gun. The 
police force for the whole country is 
equal to less than 5 percent of the city 
police force of New York City alone 
(which numbers about 25,000). 


Expanding the Economy 


At the request of the British and 
Nigerian governments, a team of econ- 
omists came to Nigeria in 1953 to as- 
sess the resources available for future 
development, to study the possibilities 
for expanding the country’s economy 
and to suggest the best ways of coor- 
dinating the efforts of different depart- 
ments. Among other things, the report 
of this mission discussed Nigeria’s 
financial resources and concluded that 
the annual rate by which Nigeria’s in- 
come had risen per head during the 
postwar period was a figure below two 
percent, while the capital value repre- 
sented by public buildings, unpaved 
roads, housing, new locomotives, fac- 
tories, plants, vehicles and overseas 
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investment approximated 10 percent 
of the gross national product. The 
mission advised an immediate step to 
raise the country’s national income by 
an average of three percent between 
1953 and 1959. It reported that Ni- 
geria’s expenditure rate was well with- 
in the limits of its financial resources, 
but it felt that such modesty was 
detrimental to the expanding popula- 
tion and the inescapable necessity of 
increasing future government expendi- 
tures. Education, telecommunications, 
health services and slum clearance 
were pointed out as particularly needy 
areas. Revenue, the economists said, 
must be raised substantially, and a re- 
view of the tax system therefore 
seemed necessary. For the first time 
the leaders of Nigeria realized the im- 
portance of making an active effort to 
improve communications in their coun- 
try. 

The mission’s visit was responsible 
for the federal government’s move to 
borrow £10 million sterling from the 
World Bank in 1958. Part of this loan 
has been used for the extension of rail- 
ways in the North and part has been 
directed to a slum clearance scheme in 
Lagos, to extension of medical and 
health facilities and to the reclaiming 
of more land area from the lagoons. 


RESOURCES AND WELFARE 


Thus far we have cast a general 
look at the increasing responsibilities 
of our national sovereignty; we have 
seen the magnitude of our natural re- 
sources yet awaiting development; we 
have seen the cause of past failures, 
and we are now faced with the chal- 
lenge of meeting our commitments. I 
shall now consider the ways and means 








1961 THE PROMISE OF NIGERIA’S INDEPENDENCE 69 






































GROWTH OF NATIONAL INCOME IN NIGERIA 
Gross Domestic Product Value ine million wah & aie 
I. Agriculture, ete. 
TCRCEE OUTER! cra, iorate5 Gs toa wainew foe tet na ea ors ale eNO 282.8 333.5 
LE CCL a eh Se 62.3 76.2 
OMEN ROTO C I 5. os 2 bocce. d. wso Kravore. de cide S emnlesalalen 25.7 26.7 
RNP EN MRE a8 oe ce ccc a ac arnt) soa pe Sa aarti eas 30.5 57.2 
MBRSIRNEIGNE os rhe puch ceaie ose oO erie a Rone mara era tee ee AY 6.3 7.4 
Agriculture total: ....6...0.6. 6c cccc ees eeceeee ews 407.6 501.0 
PP) SOI EMINNOR tr) be are 5s Gr clin 3 ere ars Lote eee oT 7.8 9.7 
III. Industry , 
CEALC INGQUSORICS «2.6. o550 cca cesses bane aneeeeeaes 8.6 11.4 
IEUENOR ROOT MIRON 5052p acc peared esti an 8 WEG EIR 0.8 3.1 
LGD CLV OC) i ea sre ee eee ane 9.4 14.5 
IV. Construction and Civil Engineering .................. 41.6 89.4 
AM) ee os a eee ee ee oe 1.6 4.0 
VI. Services 
Transportation & distribution ..................... 88.0 119.1 
Banks, insurance and other professions ............. 0.9 2.4 
MNT EAPERON SS SOs ron cna Sree da oes man cid dew aie 2.2 5.7 
DOMESUIC SERVICES... . 5 kkk ccc ketene eonseuees 2.9 4.9 
Jo) ar or ee heer 6.4 7.0 
MIBDUICCOLCOCNE 6.5. srosile Se herd ck ahs Cobia sie mecnmes 100.4 139.1 
VII. Ownership of Houses ............... 0... c ccc eee 5.1 6.3 
VIII. Government 
Export duties, royalties, etc. ...................... 5.7 14.6 
Oe ai ace 288 oh ot assoc leer wie hand Brena gE 13.5 30.3 
Government total: ..............0.0 00 0c eee eee 19.2 44.9 
| IX. Intra-household services ...................2.00005: 4.0 4.0 
| Total gross domestic product ....................0....0.00.. 596.7 812.9 
Earnings of assets abroad ................. 20... ..0 00 cee eeu 3.0 6.9 
Less interest & dividends due to persons abroad .............. —6.3 —7.5 
‘Potel National INcome . ....... 660 ci dew cnc dee cendevssbabionss 593.4 812.3 


SOURCE: Economic Survey of Nigeria published by the National Economic Council, Lagos, 1959, pp. 15-17, 110. 
Note: The purpose of this table is to present some idea of the nation’s growth in output. The writer of this article 
does not assume responsibility for the accuracy of the methods employed in calculating the national income 
| for these periods. The report of a new survey undertaken in 1959 is being awaited. 
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by which this challenge could be ade- 
quately met. 

Any nation must realize that pos- 
session of potential natural resources 
is meaningless without the rational 
and wise application of these re- 
sources, be they human or natural. 
“Fashion is not only new clothes, it’s 
the way you wear the ones you have.” 
On the revenue side, Nigerian citizens 
are too poor, compared to Western 
standards, to bear any sudden increase 
in taxation. Since agriculture is the 
basis of our national economy, the 
capacity to bear this burden can be en- 
larged through a liberal government 
policy on agricultural industrializa- 
tion. But the present national govern- 
ment has some weakness here. It has 
done very little to set up basic indus- 
tries. Of the money allocated for 1955- 
60 under the Federal Economic Pro- 
gram, only 114 percent was allocated 
to basic industry. The only secondary 
industry to which it can even lay a 
claim is the Nkalagu cement factory. 
Yet there are strong reasons for the 
government of a developing country 
like Nigeria to start primary and 
secondary industries: 


e Establishing such industries would 
demonstrate the possibilities to 
private enterprise, which might 
otherwise be afraid of taking risks. 


e Many of these industries would as- 
sist in the development of other 
industries or promoting the health 
of the economy as a whole. 

e If government industries are suc- 
cessful, they could increase public 
revenue; or their value might be 
strategic. 


It was for the first reason that the 
government of Japan pioneered in- 
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dustrialization in the last century. The 
second and third reasons lie behind 
the French government’s development 
of petroleum in the Sahara and Gabon 
and the manufacture of fertilizers by 
the government of India. Industries 
may also be set up to diversify the 
economy, thereby providing a correc- 
tive to the fluctuations in the world 
price of primary products. 

Another weakness of the present in- 
dustrialization policy is that the gov- 
ernment has shown poor appreciation 
of the measures appropriate for en- 
couraging the growth of industries. 
Current policy is to grant generous re- 
funds of customs duties paid on im- 
ported materials which have been used 
in the making of exported goods. But it 
is questionable whether incomes gener- 
ated by the new industries compare 
favorably with refunds, reductions and 
drawbacks of import duty paid out by 
the federal government. 

Other revenue and income gener- 
ating factors in our economy lie in the 
intensified development of our natural 
resources. While the price of vegetable 
products, on which we and other un- 
derdeveloped countries rely in inter- 
national trade, has been threatened by 
the introduction of substitutes for such 
products as cotton, rubber, and peanut 
oil, the economic position of a number 
of key minerals like bauxite (found in 
Eastern Nigeria), iron and petroleum 
(found in the Delta areas), has im- 
proved considerably. The significant 
change in the demand for and supply 
of certain minerals in international 
markets offers great possibilities for 
this country. 

With regard to expenditure pro- 
grams, it has been contended that the 
federal government has emphasized 
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expenditures on programs that are not 
necessarily urgent. Adequate and effi- 
cient public utilities such as water sup- 
ply, harbors, postal system and tele- 
graphs, electricity and railroads are 
basic to the development of any coun- 
try. The federal government at pres- 
ent operates the first three, while the 
last two are operated by corporations. 
But the federal government’s methods 
are the least desirable in terms of effi- 
ciency and maximum benefits to the 
public. Under the federal Five Year 
Economic Plan 1955-60, the govern- 
ment’s allocation of more than 75 per- 
cent of its monies to public utilities as 
against 114 percent to basic industry, 
and 214 percent to education, is a clear 
indication of an ill-planned develop- 
ment program. Expenditures on pub- 
lic utilities are self-liquidating and do 
very little to reduce inequalities; yet, 
while provision of these should not be 
neglected, undue emphasis has been 
placed on the provision. Public utili- 
ties are not an end in themselves. Their 
object is to make agriculture and in- 
dusty more productive. Based on his 
experience in Ghana and elsewhere, 
Professor Arthur Lewis, one-time eco- 
nomic advisor to the Ghana govern- 
ment, in his writings, warned against 
exaggerated hopes of thinking that be- 
cause government has provided lavish 
public utilities, private enterprise will 
necessarily move in to set up secondary 
industries in the scale needed for a 
developing economy. Very often such 
hopes are disappointed, and the gov- 
ernment is forced to play the dual 
role of setting up industries as well as 
providing public utilities. One way in 
which a government can spend its 
money wisely is to assist in intensify- 
ing the development of certain indus- 
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tries that would lead to greater in- 
creases in the output of food and other 
income-generating crops. So far, for 
example, the widespread adoption of 
fertilizers by farmers, especially those 
far away from ports, has been severely 
limited by the prohibitive cost of im- 
ported fertilizers. 

The importance of investment in 
education cannot be overstated. The 
rate of expansion of educational pro- 
grams in the West alone surpasses that 
in all the other regions and the Federal 
Territory put together. This is an un- 
balanced situation. It is unreasonable 
to educate one part of a federation 
and leave the others illiterate. In a 
smooth and democratic federation, the 
parts and the whole have essential 
bearing upon each other. A more gen- 
erous attitude with respect to educa- 
tional grants-in-aid is urgently called 
for. Expansion of the old university 
college and possibly a program to ex- 
tend its coverage of the country is an 
urgent need; this in turn implies the 
need for a more elaborate expansion 
of educational! facilities, both on the 
primary and secondary school levels. 
The first and most strategic step in an 
attack on poverty is to see that it is 
no longer self-perpetuating. Poverty 
is self-perpetuating because the poorest 
communities are poorest in the services 
which would eliminate it. To eliminate 
poverty efficiently we should invest 
more than proportionately in the chil- 
dren of the poor community, for “It is 
there that high quality schools, strong 
health services, special provision for 
nutrition and recreation are most 
needed to compensate for the very low 
investment which families are able to 
make in their own offspring.’’® 
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External Factors in Fiscal Policy 


As I have indicated previously, Ni- 
geria is trying to live within its means. 
This goal is a modest one. The first 
public borrowing by the Nigerian fed- 
eral government was £10 million ster- 
ling in 1958 from the World Bank. By 
what he called the “stability budget,” 
the Federal Minister of Finance in his 
budget speech of 1960 claimed that 
in endeavoring “‘to trim the inessentials 
and provide for our essential develop- 
ment programs, we are like an indivi- 
dual balancing our resources against 
our commitments. .. .”° It will ap- 
pear that the attitude of the present 
government to public debt springs 
from ignorance. We cannot save our- 
selves: a nation, like an individual, 
cannot rely solely on its own resources. 
While borrowing may be a question- 
able economy for an individual (and 
this is debatable) on the public level, 
it has a justification in the modern 
theory of public finance. It is my view 
that our public borrowings should be 
intensified, so long as we have the 
potential resources to meet them. A 
national debt should be created that 
is large enough to facilitate our eco- 
nomic programs. We should eliminate 
poverty by increasing our national in- 
come. I am sure that, with a favorable 
political atmosphere in Nigeria, the 
free world would not hesitate to grant 
long-term loans. This is the way many 
great and powerful nations as we 
know them today have risen. 

The borrowing must be from out- 
side; internal borrowing would merely 
be a transfer and its effect on national 
income transitory. A permanent eco- 
nomic development cannot be adequate- 
ly financed by internal transfers of 
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money which would only aggravate in- 
equalities. While borrowing from out- 
side reduces the extra burden of taxa- 
tion, it enables a government to pursue 
an economic program, part of the cost 
of which, along with corresponding 
benefits, can be shifted to future gen- 
erations without unnecessarily burden- 
ing the present. An investment on pub- 
lic roads, education, and health and 
recreational facilities does not there- 
fore benefit the present generation 
alone but also children yet unborn. The 
cost of benefits should, then, be spread 
over those who enjoy and those who 
will enjoy them. 

Our grandparents have struggled for 
the independence we now enjoy. Many 
sacrificed their lives for it. We are 
being called upon to make our own 
contributions in the forms of increased 
taxation and of responsible citizenship. 
The gaining of independence is one 
thing ; the preservation of it is another. 
Its preservation lies in the securing 
and maintaining of adequate social and 
economic standards which will forever 
eliminate poverty and disease. For a 
young nation, the cost is going to be 
tremendous and cannot be expected to 
be met from current proceeds of taxa- 
tion. We cannot afford that this her- 
itage should lapse into slavery and 
foreign domination during the lifetime 
of our children. Freedom, education, 
improved living standards, and in- 
corruptible government are the only 
noble assets which a nation can hand 
over to its future offspring ; at the same 
time, it is not inequitable to hand over 
part of the cost. 

An important but neglected external 
factor that at present plagues our 
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SELECTED EXAMPLES OF NIGERIAN FOREIGN TRADE 
1958 1959 

Value in £ of Value in £ of Value in £ of Value in £ of 

Imports from Exports to Imports from Exports to 
POOR 6 gs bee kbye nls 8,190,028 165,294 7,434,504 917,505 
RM, 63 hate: Si racatches Ltt 28,826,428 33,523,929 34,250,099 40,293,455 
WEBS 6 oeiennckes 3,938,134 3,744,147 3,268,855 5,989,812 


SOURCE: Nigerian Trade Summary, published by the Department of Commerce and Industry, Lagos, October, 1959. 


national income with respect to fiscal 
policy is the unbalance in our inter- 
national trade. It is strange that the 
last budget speech delivered by the 
Minister of Finance paid little or no 
attention to Nigeria’s export trade, 
which is the economic pivot of the 
whole federation. International trade 
is a very important aspect of a nation’s 
financial affairs. Our present export 
trade with Japan in particular requires 
investigation. An extract from the 
Nigerian Trade Summary of October, 
1959 shows the appalling position in 
bold relief. The position is given in 
the accompanying statistics. 

Nigeria’s position in trade with 
Japan has not significantly improved. 
The argument advanced in support of 
this shocking unbalance is that Jap- 
anese goods are cheap and come within 
the reach of low income groups. It is 
true that gay orchestra men and drum- 
mers may be enjoying a professional 
trade boom with the happy-go-lucky 
dancers in cheap damask, shoes, hats 
and cotton apparel, but this almost 
seems like dancing to the grave, or 
“fiddling while Rome burns.” Independ- 
ence mean something more serious 
than this. The Nigerian public will 
have to pay bitterly for this unbalance 
if it continues. 


Let us take another cursory look at 
Nigeria’s export trade from the years 
1954 to 1958: 


Value in £ Million Valuein £ Million 
xpo 


Period Imports 

1954 114 150 

1955 136 132 

1956 153 135 

1957 152 128 

1958 167 136 
SOURCE: Nigerian Trade Summary, published by 


the Department of Commerce and Indus- 

try, Lagos, October, 1959. 
The wind of an unfavorable export 
trade started to blow over the country 
in 1955 and has gradually been devel- 
oping into a bankruptcy gale which is 
likely to make nonsense of our inde- 
pendence achievements. All this looks 
gloomy, but it is possible to right the 
wrongs if we can start immediately to 
mend “a stitch in time.” The situation 
of our total export trade arose partly 
from increased expenditure on capital 
investment—education, health, roads 
and other social services—this is true; 
but the argument does not invalidate 
the necessity for an intensive export 
drive. Such a drive, together with in- 
creased productivity, a domestic sav- 
ings drive, economic use of our re- 
sources and an intensification of our 
training schemes, particularly with 
respect to technicians, would rescue 
the country from an _ unnecessarily 
heavy tax burden and possible financial 
liquidation. 
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POLITICS AND THE ECONOMY 


Within the last decade, many Afri- 
can countries have struggled to replace 
colonial rule with African rule. This is 
the goal of all African countries, and 
one worthy of pursuit. But the rise to 
self-government in a few African coun- 
tries has been spearheaded by irre- 
sponsible leaders for the satisfaction 
of their own inordinate ambition. In 
many cases (the Congo for example), 
the attainment of this independence 
has been attended by chaos and has 
made the economy of those countries 
quite uncertain and unstable. These 
uncertainties are not limited to the 
particular countries involved in chaotic 
self-government, but have spread a 
gloomy atmosphere over many more 
innocent and mature countries. The 
lack of honest leadership in these few 
cases has increased the skepticism and 
lack of confidence of the Western world 
towards African rule. However, the 
deeper roots of this skepticism lie in 
attempts by the old masters to sabotage 
every effort made by the African 
leaders for establishing an independ- 
ent African nation. 

Nevertheless, the burden of a re- 
sponsible and stable government rests 
principally on the new leaders. They 
must demonstrate, in spite of the odds 
against them, a sincere, honest and 
dedicated desire for the maintenance 
of a stable government. The extent to 
which they fail or succeed will, for 
many years to come, have a bearing 
upon the economic development of the 
African nation with respect to the out- 
flow or inflow of foreign capital. Our 
immediate source of wealth depends on 
the attitude of foreign investors to our 
national governments. Here lies the 
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relevent connection between politics 
and public finance. 

I do not for a moment advocate that 
a self-respecting nation should sell its 
birthright of self-rule for “a mess of 
pottage.” The flight of capital from 
Kenya, encouraged by the white mi- 
nority in reaction to increasing Afri- 
can rule, is a recent example. The 
amount of money transferred outside 
Kenya between March and December, 
1960 is estimated to be about $28 mil- 
lion. Political uncertainties are blamed 
for this situation. The present reces- 
sion there started after the Constitu- 
tional Conference in London of March, 
1960 that started Kenya on the road 
to self-government. Money flowed out 
of Kenya to such places as Britain, 
India, and Switzerland. Larger sums 
were withdrawn by white settlers who 
elected to send their money elsewhere 
rather than reinvest it in improve- 
ments to the country’s economy. As a 
result, funds available for loans have 
been sharply curtailed. Business credits 
have been strictly limited. On instruc- 
tions from their home offices in Lon- 
don, banks in Kenya have imposed 
heavy restrictions on overdrafts in 
contrast to the attitude previously per- 
mitted to depositors who overdrew 
their accounts. In short, the economy 
is being paralyzed. A similar economic 
slump has occurred in Uganda. Tan- 
gayinka, which is politically more 
stable than Kenya and Uganda, has 
also shared the same fate. 

This kind of skeptical attitude to 
African leadership is an infection 
which will spread a wave of both dis- 
appointment in human relationships 
and economic stagnation over the 
whole of Africa for a short time. Ni- 
geria will not be an exception. But a 
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word is sufficient for the wise, and to 
be forewarned is to be forearmed. 
Within the realm of possible compro- 
mise, the emerging African national 
governments must redeem their 
promise of a stable and prosperous 
economy to the citizens at large. Ni- 
geria, as well as other African coun- 
tries, has a tremendous job, therefore, 


in demonstrating to prospective for- 
eign investors that their assets will be 
safe under a responsible and stable 
government. This will not be an easy 
job, I guess, because inherent colonial 
attitude and racial bigotry are diffi- 
cult to dispel; but, as the old adage 
goes, the proof of the pudding will cer- 
tainly be in the eating. 





1. The Legislative Council comprised the 
Governor’s nominees and a few “special” 
members to serve the interest of the provincial 
units: They were not selected by popular 
vote, but by “merits,” the scope and definition 
of which were determined by the provincial 
expatriate officers. 


2. Chief Obafemi Awolowo, Premier, West- 
ern Region, quoted in London Times, Septem- 
ber 22, 1958. 


38. Michigan State University, in collabora- 


tion with the Eastern Regional Government, 
opened the new University of Nigeria in the 
fall of 1960. 

4. Economic Survey of Nigeria, published 
by direction of National Economic Council, 
Lagos, 1959, p. 109. 

5. John Kenneth Galbraith, economic advisor 
to John F. Kennedy, President of the United 
States, The Affluent Society, Boston, 1958. 
6. Chief, the Honorable Festus Okotieboh, in 
Federal Budget Speech, March, 1960. 
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Management 


The 21 papers in this collection! were 
presented by their distinguished au- 
thors at the Twenty-eighth Annual 
Harvard Business Conference, mark- 
ing the fiftieth anniversary of the 
Harvard Business School. This two- 
day conference generated a remark- 
able quantity of material, some of 
which was worth reprinting in book 
form. 

The contributors are all eminent men 
of the political, academic, and business 
world. Richard M. Nixon, Arnold 
Toynbee, Peter Drucker, Erwin D. 
Canham, and Abram T. Collier, to- 
gether with a generous sample of pro- 
fessors from the Harvard Business 
School faculty, have much to say, and 
in this book, say it reasonably well. 

A lofty theme is a prime require- 
ment for a conference, but not neces- 
sarily for a book. The individual 
papers, ranging widely over many sub- 
jects of varying importance, bear only 
generally on the theme and cannot be 
expected to provide, no matter how 
well assembled, a logically developed, 
tightly argued thesis. A further prob- 
lem in such an array of contributing 
authors is the variation in the quality 
of their writing and in the issues they 
conceive as being central to their topic. 
These shortcomings, inherent in books 
of this genre, can be tolerated as the 
price of obtaining, in convenient form, 
a snapshot of the current thinking of 
each of the speakers. 





1. Dan H. Fenn Jr. (ed.), Management’s 
Mission in a New Society. New York: Mc- 
Graw-Hill Book Company, 1959. 


Some may feel that in such a smor- 
gasbord a sense of the ordinary pre- 
vails—that the authors have spoken 
before, repeating thoughts they have 
expressed many times. One becomes 
wary of intellectuals who exhort from 
the platform even if this entails only 
a polite nod of deference to the sub- 
ject at hand. Program planners seek- 
ing experts of great reputation to 
grace their brochures and appeal to 
potential participants unwittingly abet 
this problem. However, the reader 
who is willing to proceed selectively 
can sidestep the difficulty, thus dis- 
covering some rewarding insights and 
perspectives. 

In spite of careful editing nearly all 
the writings retain the unmistakable 
earmarks of speeches and conference 
paraphernalia, right down to the ques- 
tion-and-answer sections accompany- 
ing some of the major papers. The 
writings undoubtedly reflect the ma- 
ture judgment and deep reflections of 
the contributors, yet often fail to be 
fully persuasive. 

The varied nature of the offerings 
in this book make it better for 
browsing according to one’s interests 
than for a cover-to-cover reading. 
Since most of the presentations are 
short and were intended for a general 
public audience, they lack the pene- 
trating analysis that longer and more 
expansive treatments would provide. 
Nevertheless, most business men will 
find much rewarding reading in this 
book. 

Dalton E. McFarland 
Professor of Business 
Administration 
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Development Diplomacy 


When the President of the World 
Bank turns his serious attention to any 
aspect of economic development, his 
thoughts deserve careful consideration. 
As these three essays! are based on the 
William L. Clayton Lectures of 1960 
at the Fletcher School of Law and 
Diplomacy, the reader may expect a 
great deal; and he will be disappointed. 
His disappointment may be due in part 
to what he seeks from Black—concrete 
answers, some hope, a blueprint for 
the future, solutions or a solution to 
the increasing problems of underde- 
veloped areas. These aspects are 
treated only incidentally; instead, 
Black confines himself to exploring, 
sometimes superficially, what he 
chooses to call “development diplo- 
macy.” He is more concerned with the 
development of a philosophy of admin- 
istering economic aid than with an 
administrative “methodology.” His ex- 
plorations are interesting, provocative, 
and well worth the reader’s perusal 
even though he may finish wishing that 
Black had taken the time and the effort 
to “explore” more systematically and 
profoundly. 

Black’s thesis is that the West should 
establish a separate “diplomacy for de- 
velopment,” separate, that is, from the 
more conventional and historical types 
of diplomacy. He is not specific in 
terms of the degree of divorcement 
nor in just how this should be carried 
out. He suggests a preference for in- 
ternational organizations but does not 
suggest that the U. S., for example, 





1. Eugene R. Black, The Diplomacy of Eco- 
nomic Development. Cambridge: Harvard 
University Press, 1960, pp. x, 74 including 
index and “A Note on the World Bank.” 


abandon all its unilateral policy in this 
area. For the U. S., one of the implica- 
tions of Black’s suggestion would seem 
to be removing the economic aid pro- 
grams from the.control of the Depart- 
ment of State. But he does not suggest 
this. These kinds of omissions make 
the work something less than complete. 

The central argument is roughly 
in these terms: Development is a prob- 
lem for many of the nations of the 
world. Their preoccupation with it, the 
struggle for their “minds” by both the 
West and the Communists, recent 
emancipation of these nations which 
permits a great deal more self-expres- 
sion than previously was possible, an 
awakening of economic desires in these 
nations—all are factors which make 
this a problem with international re- 
percussions for today and for decades 
to come. 

This is a real and crucial problem; 
and whether we like it or not, we 
must adopt some attitude, some policy, 
toward it. The only real solution, ac- 
cording to Black, is to live with it 
constructively over the long period. 
We should not, as we have in the past, 
enter the arena on a short-run and 
competitive basis. 


The issue is this: Are the political interests 
of the West better served by administering 
economic aid in an effort to outbid the Rus- 
sians for public favor in the underdeveloped 
world? Or are they better served by admin- 
istering aid with the single-minded purpose 
of providing something which the under- 
developed countries require for more rapid 
growth? (p. 46). 


Black answers these questions clearly 
in terms of his development diplomacy 
although he points out that we may 
lose the propaganda battles and we 
may often have to let virtue be its 
own reward in the short period. Prog- 
ress, however, in the long period 
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through sacrificing short-period ad- 
vantages will clearly be in the best 
interests of the West. 

Defining and describing ‘“develop- 
ment diplomacy” is not easy and Black 
does so only in very general terms. 
Negatively, it is not conventional diplo- 
macy with aid allocated on a barter 
basis for friendship, votes in the U. N., 
or other quid pro quo; nor is it aid 
allocated on a blackmail basis, i.e. 
those countries most clearly threat- 
ening to “go Communist” getting the 
bulk of the aid. Somehow, it rises 
above these issues and approaches the 
problems of development on a long- 
run, a-ideological basis. Black nowhere 
discusses, though, the principles to be 
followed, say by the U. S., in allocating 
scarce aid resources against almost 
unlimited desires and needs. This must 
be regarded as a major shortcoming 
of his exposition. Some principle is 
required, and the selection of this 
principle would determine whether or 
not we were to have the new “develop- 
ment diplomacy” or to continue prag- 
matically along lines suggested above. 

Discussing the role of the develop- 
ment “diplomat” makes more clear 
what Black has in mind. He is little 
more than a “technical ‘assistor’ ” and 
his principal task is to “illuminate 
choices” for the government to which 
he is accredited. All governmental 
activity is seen as a matter of choosing 
alternatives—at the highest level be- 
tween such alternatives as “growth,” 
“defense,” “national prestige,” “self- 
sufficiency” and at lower levels be- 
tween “industrial development,” “agri- 
cultural development,” “more high- 
ways,” “more railroads.” In a way, he 
is more an “educator” than anything 
else, pointing out in his most skillful 
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manner alternative costs and potential 
benefits of various general objectives 
as well as those of specific projects. 

This is consistent with Black’s anal- 
ysis of one of the major current prob- 
lems of these countries, failure to take 
advantage of existing potential— 
through poor “project” selection, in- 
adequate “planning,” and/or inconsist- 
ent “policy.” He feels that these 
countries will be well on their way 
when they develop the habit of making 
decisions after consideration of alter- 
native costs and benefits. 

Black also insists that the develop- 
ment diplomat have 
....the backing of substantial capital; unlike 
some other branches of the art [diplomacy] 
it is not possible to succeed in this kind of 
diplomacy by just talking a good game. 
Development diplomacy needs capital because 
it must be a working diplomacy, capable of 
pointing to visible results .... Development 
diplomacy needs capital because it needs to 
point to concrete development projects, the 
tangible proof that it is helping to engineer 
an escape from poverty. (p. 38). 
Quite aside, this strikes me as a very 
un-diplomatic allusion to conventional 
diplomacy. The implications of this 
aspect of his diplomacy are not ex- 
plored. Black asks his development 
diplomat primarily to ‘‘illuminate 
choices” rather than to “impose solu- 
tions” and, even more, on an a- 
ideological basis. Now, added to his 
tasks is “keeper-of-the-purse-strings”’ 
for international development aid. 
There is no quarrel with the notion 
that international aid will be useful 
if not essential. Rather, it seems clear 
to me that giving this a-ideological 
educator responsibilities for granting 
or withholding aid substantially 
changes his role. What criteria does 
he apply? Many criteria which might 
be chosen could cloak this fellow in the 
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garments of the “conventional” diplo- 
mat. At least, he might come much 
closer to the traditional role than 
Black seems to realize. 

There can be no quarrel with the 
basic proposition. How wise it would 
have been to have had such a program 
in Cuba, for example, which could 
have been continued when other forms 
of diplomacy were further muddying 
already troubled waters. We could 
have continued the program, saying to 
the Cuban people, “Your poverty is 
important to us; we want to continue 
to help you with this problem regard- 
less of these political differences be- 


tween us.” Instead, convential diplo- 
macy led us to withdrawing all aid, 
small though it was, saying in effect, 
“Your poverty is important to us only 
in certain conditions; if you don’t meet 
these conditions, we will do all we can 
to make your poverty greater.” How 
short-sighted can a nation be? 
Black’s general proposal deserves a 
great deal of consideration as one pos- 
sible approach in our learning to live 
with our mutual problems with the 
under-developed areas. 


John M. Hunter 
Department of Economics 





The Future of Warfare: 1882 


Are no discoveries possible which should radically alter all the conditions of 
fighting, and either render war impossible, or give certain victory to those who 
dare face such destructive machines? It is most improbable. The only two di- 
rections in which even dreamers can see a probability of much change are the 
use of electricity or the use of balloons, and of either the prospect is very slight. 
It is always a possibility that immense electric force may be concentrated in 
such a small space, that a machine supported in the air by balloons could be 
guided at will, and if that were achieved, the conditions of war would, of course, 
be finally altered. But the more experienced a man of science is, the more he 
doubts the possibility of making an aerial machine independent of the wind, or of 
using balloons in war, except as he would use steeples or other high points of 
observations. 

Editorial, “Possible Improvements in Killing,” The Spectator 

(London) LV (July 15, 1882), 923, abridged. 





BUSINESS TOPICS Spring 
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(Continued from p. 6) Young University, where he is an As- 
sistant Professor of Accounting; dur- 
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studying for a Ph.D. at Michigan State 
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Karl M. Skousen is an Assistant In- practiced public accounting in that 
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ing and Financial Administration at business experience as a retail auto- 
Michigan State University. He holdsa mobile dealer. 


grees, and where he was an Instructor 
in Accounting. He is a Certified Public 
Accountant in the state of Utah. 





» * Whiting of Business ST ttews 


A business man is not called upon to present the elegance of a wit, a novelist or 
a poet. He must express himself accurately, clearly and briefly, but he need not 
denude his language of beauty and appeal. A good piece of writing, whether it 
be a novel or a business letter, does three things: it communicates a thought, it 
conveys a feeling, and it gives the reader some benefit. 

We must get out of the vicious system whereby we spend a forenoon verifying 
the price to be quoted to a customer, while refusing to spend two minutes in re- 
constructing a clumsy sentence in the letter we write him. To be slovenly and 
feeble is not only discourteous to the persons we address but bad business, be- 
cause it leaves the door open for misunderstanding. 

The writing of letters, business or personal or professional, is no mean min- 
istry. It deserves the best that can be given it, and when it is rightly done it 
absorbs the mind wholly. 


Excerpted from “Imagination Helps Communication,” 
the Royal Bank of Canada Monthly Letter, September, 
1960, by permission of the editor. 








